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March 17, 2008

Dear Shareholder:

You are cordially invited to attend the 2008 Annual Meeting of Shareholders of Burlington Northern Santa Fe
Corporation {BNSF or the Company) to be held on Thursday, April 24, 2008, at 8:00 a.m. Central time, at The
Fort Worth Club, Horizon Room, 306 W. 7th Street, Fort Worth, Texas.

The Notice of the 2008 Annua! Meeting of Shareholders, the proxy statement and the proxy card are enclosed.
These materials describe the matters to be considered and voted upon at the annual meeting. Our 2007
achievements were a result of our delivery of reliable service and our diverse portfolio of business. We believe the
diversity of our partfolio makes us less vulnerable to market shifts than many other industries, and our 2007
results underscored that strength.

Your vote is important, regardless of the number of shares you hold. If you are unable to attend the meeting in
person, you may vote by telephone, via the Intemet or by mailing a completed proxy card. Voting by any of these
methods will ensure your representation at the meeting. Please see pages 1-2 of the proxy statement for voting
Instructions. :

We apprediate your investment in BNSF and encourage your participation by promptly voting your proxy. 1 fock
forward to seeing you at our annual meeting.

Sincerely, _

Mk, # 2o

Matthew K. Rose
Chairman, President and Chief Executive Officer
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NOTICE OF THE 2008 ANNUAL MEETING OF SHAREHOLDERS
BURLINGTON NORTHERN SANTA FE CORPORATION

The Annua! Meeting of Shareholders of Burlington Northern Santa Fe Corporation will be held on Thursday,
April 24, 2008, at 8:00 a.m. Central time, at The Fort Worth Club, Horizon Room, 306 W. 7th Street, Fort Worth,
Texas, for the following purposes:

(1) to elect 11 Directors;
(2) to ratify the appointment of PricewaterhouseCoopers LLP as the Company’s independent auditor for 2008;
(3) to vote on the proposal submitted by a shareholder, if properly presented at the meeting; and

(4) to act on such other business that is properly brought before the meeting in accordance with the By-Laws and
at any adjournment or postponement of the meeting.

Shareholders of record at the close of business on February 28, 2008, are entitled to netice of the meeting and
are entitled to vote at the meeting in person or by proxy. A list of these shareholders will be kept at the offices of
the Company in Fort Worth, Texas, for a period of ten days prior to the meeting.

Only shareholders or their proxy holders may attend the meeting. If you plan to attend the meeting, please check
the appropriate box on your proxy, save the admission ticket that is attached to your proxy and present it at the
door. Otherwise, please promptly sign, date and mail the enclosed proxy card using the enclosed addressed
envelope. ’

By order of the Board of Directors.

Roger Nober

Executive Vice President Law and Secretary
2650 Lou Menk Drive
Fort Worth, Texas 76131-2830
March 17, 2008

YOUR VOTE IS IMPORTANT, Whether or not you plan to attend the annual meeting, please vote
promptly. As explained on your proxy card, you may vote by toll-free telephone, via the Internet or
by signing, dating and mailing your proxy card in the prepaid envelope.

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE
SHAREHOLDER MEETING TO BE HELD ON APRIL 24, 2008

This proxy statement and the Company's Annual Report for the fiscal year ended December 31, 2007 are both
available at www.bnsf.com under the “Investors” link.
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BURLINGTON NORTHERN SANTA FE CORPORATION
2650 LOU MENK DRIVE
FORT WORTH, TEXAS 76131-2830

PROXY STATEMENT FOR 2008 ANNUAL MEETING OF SHAREHOLDERS
GENERAL INFORMATION

Your Board of Directors (Board) is soliciting proxies to be voted at the 2008 annual meeting of shareholders to be
held on Thursday, April 24, 2008, at 8:00 a.m. Central time, at The Fort Worth Club, Horizon Room,

306 W, 7th Street, Fort Worth, Texas. Your vote is very important. For this reason, the Board is requesting that
you allow your stock to be represented at the meeting by the proxies named on the enclosed proxy card. We
began malling this proxy statement and the form of proxy on or about March 17, 2008,

INFORMATION ABOUT THE ANNUAL MEETING AND VOTING
What items are to be voted upon at the annual meeting?
You will be voting on the following proposals;

= to elect 11 Directors;

« to ratify the appointment of PricewaterhouseCoopers LLP as the Company’s independent auditor for
2008;

« to vote on the proposal submitted by a shareholder, if properly presented at the meeting; and

+ to act on such other business that is properly brought before the meeting in accordance with the By-
Laws and at any adjournment or postponement of the meeting.

Who is entitled to vote?

Only holders of record of the Company's common stock at the close of business on February 28, 2008, are
entitled to notice of and to vote at the annual meeting. Each share of our common stock entitles the holder to
one vote. There were 346,138,663 shares of our common stock outstanding and eligible for voting at the annual
meeting at the close of business on February 28, 2008.

How do I vote?

You may vote in person at the meeting or by proxy. We recommend you vote by proxy even if you plan to attend
the meeting. If you attend the meeting and wish to vote in person or change your vote, you can always cancel
your proxy by voting at the meeting. If your shares are held by a bank, broker or other nominee on your behalf,
that holder will send you instructions as to how to vote your shares. Many banks and brokerage firms have a
process for their beneficial holders to provide voting instructions by telephone or via the Internet. If you are a
registered shareholder — you hotd your shares in your own name — you may vote by proxy using one of the
methods described below.

Vote by Proxy Card. If you sign, date and return your proxy card by mail so that it is received before the day of
the annual meeting, your shares will be voted as you direct. For each Director nominee and for the other items
being submitted to a vote, you may vote “FOR,” vote "AGAINST" or abstain from voting on each nominee and
each item being submitted to a vote,

If you return your signed proxy card but do not specify how you want to vote your shares, your shares will be
voted “FOR” the election of all nominees for Director and the ratification of the appointment of
PricewaterhouseCoopers LLP as the Company’s independent auditor for 2008 and “"AGAINST” the proposal

1




submitted by a shareholder. Your shares wifl be voted in our discretion as to other business that is properly
brought before the meeting in accordance with the By-Laws or any adjournment or postponement of the meeting.

Vote by Telephone or via the Internet. You may also vote by telephone using the toli-free number or via the
Internet using the Internet address as described on the proxy card. Your shares will be voted as you direct in the
same manner as if you had marked, signed, dated and retumed your proxy card, as described above. Your shares
must be voted before 11:59 p.m. Eastern time on April 23, 2008, when voted by either of these methods.

May I revoke my proxy?

You can revoke your proxy at any time before it is voted at the annual meeting by: (1) submitting a new proxy
with a later date by using the telephone or Internet voting procedures or by signing and retumning a proxy card by
mail to the Company; (ii) attending the annual meeting and voting in person (except for shares held through a
bank, broker or other nominee of record); or (iii) sending written notice of revocation to our Secretary at 2650
Lou Menk Drive, Fort Worth, Texas 76131-2830.

What is the requireif vote for each item on the proxy card?

Election of Directors. Unless the number of nominees exceeds the number of Directors to be elected, each
nominee will be elected by the majority of the votes cast at any meeting for the election of Directors at which
quorum is present. A majority of the votes cast means that the number of shares voted "FOR” the nominee
exceeds the number of shares voted “AGAINST” the nominee.

Any nominee who does not receive a majority of the votes cast shall offer to tender his or her resignation. The
Directors and Corporate Governance Committee shall consider the resignation offer and recommend to the Board
whether to accept it, The independent Directors of the Board must act on the Directors and Corporate
Governance Committee’s recommendation within 90 days following certification of the election, Within ten days
after a Board determination on the tendered resignation, the Company will make a filing with the Securities and
Exchange Commission (SEC) announcing the decision and the reasons for the decision. Any Director who tenders
his or her resignation pursuant to this provision shall not participate in the Directors and Corporate Governance
Committee recommendation or Board action regarding whether to accept the resignation offer. The complete
details regarding this process are included in the Company's By-Laws, which can be found at www.bnsf.com .
under the "Investors” link,

Ratification of Appointment of Independent Auditor. To be approved by the shareholders, the proposal to
ratify the appointment of the Company’s independent auditor {independent registered public accounting firm)
must receive the affirmative vote of the majority of votes cast.

Shareholder Proposal. To be approved by the shareholders, the proposal must receive the affirmative vote of
the majority of votes cast.

How does the proxy voting process work?

If the proxy card is voted properly by telephone, via the Internet or by mail, the proxy will be voted in accordance
with the instructions indicated by it. If a proxy is given, the persons named in the proxy will have authority to
vote in accordance with their best judgment on any other matter that is properly presented at the meeting for
action, induding any proposal to adjourn or conceming the conduct of the meeting.

The presence in person or by proxy of at least a majority of the shares of our common stock entitled to vote at
the meeting constitutes a quorum. Abstentions and broker "non-votes” count as present for establishing a
quorum. Shares held by the Company in its treasury do not count toward a quorum. If you have returned valid
proxy instructions or vote in person, your shares will be counted for the purpose of determining whether there is
a quorum, even if you abstain from any matter introduced at the meeting.

How do abstentions and broker non-votes work?

Abstentions and broker “non-votes” have no effect on the election of Directors or other matters decided by the |
favorable vote of a specified percentage of shares cast. This is because abstentions and broker “non-votes” with

respect to any such matter are not considered votes cast for purposes of determining whether shareholder

approval of that matter has been obtained and, therefore, will have no effect on the outcome of the vote on any
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such matter. A broker “non-vate” will occur when shares held by a broker are present or represented at the
meeting, but the broker is not permitted to vote on an item to be voted on without instruction from the beneficial
owner of the shares and no instruction is given.

Who tabulates the votes?
Representatives of Broadridge Financial Solutions, Inc. will tabulate the votes and act as inspectors of election,
How are shares held in the Company's dividend reinvestment plan voted?

Shares held in the Company’s dividend reinvestment plan will be voted in accordance with the vote indicated by
the shareholder of record on the proxy. if the proxy is properly executed and retumned but no choice is indicated,
both record shares and shares held in the Company’s dividend reinvestment plan will be voted in accordance with
the Company’s recommendations as explained under “How do I vote? — Vote by Proxy Card” above. If a
shareholder holds shares both of record and in the dividend reinvestment account and does not vote the shares
held of record, the shareholder’s shares held in the dividend reinvestment account will not be voted.

How are shares held in any of the Company's 401(k)} savings plans voted?

If you are an employee participating in any of the Company’s 401(k) savings plans, your proxy card permits you
to direct the trustee how to vote the number of shares altocated to your account. The trustees of the Company’s
401(k) plans also vote allocated shares of common stock for which they have not received direction in the same
proportion as directed shares are voted.

How do I attend the annual meeting?

If you are a registered shareholder, simply detach the admission card from the proxy card and bring it with you to
the annual meeting. If you are a beneficial owner of stock held by a bank, broker or investment plan (with your
stock held in “street name™), an admission card with the form of a proxy wil! be sent to you by your broker or
other registered holder. If you do not receive the admission card with the form of a proxy in time, you may be
admitted to the meeting by showing your most recent brokerage statement or other proof of ownership verifying
your beneficial ownership of BNSF stock on February 28, 2008, the record date for voting. Because seating is
limited, admission will be limited to shareholders or their proxy holders who have an admission card or other
proof of ownership,

We can provide reasonable assistance to help shareholders with disabilities who wish to attend the annual
meeting. Please notify us of your plans to attend and describe your disability by writing to our Secretary at 2650
Lou Menk Drive, Fort Worth, Texas 76131-2830, at ieast two weeks before the meeting.

Does the Company solicit proxies?

In addition to this mailing, the Company's employees and agents may solicit proxies personally, electronically,
telephonically or otherwise. The Company will bear the cost of its proxy solicitations. The Company will pay
Georgeson Inc. a fee of $12,000, plus reimbursement for out-of-pocket expenses, to help with the solicitation of
proxies. We also reimburse brokers and other nominees for expenses incurred in sending these materials to you
and gathering your voting instructions.

Wwill the voting results be made publicly available?

We will publish the voting re§ults in our Quarterly Report on Form 10-Q for the quarter ending March 31, 2008, a
copy of which will be posted on our website at www.bnsf.com under the “Investors” link.




ITEM 1: ELECTION OF DIRECTORS

Annual Election

At the annual meeting, 11 Directors will be elected, each to serve on the Board for a term of one year and until
his or her successor has been elected and qualified. All 11 incumbent Directors have been nominated for re-
election by the Board upon the recommendation of the Directors and Corporate Governance Committee.

We will vote your shares as you specify on the enclosed proxy ¢ard or when you vote by telephone or via the
Internet. If your proxy does not specify how you wish your shares to be voted, we will vote them “FOR” all the
nominees listed below. We do not expect that any of these nominees will be unavailabte for election, but if such a
situation should arise, the proxy will be voted in accordance with the best judgment of the named proxies unless
you have directed otherwise.

The nominees are identified below along with ¢ertain background information. The time of service as a Director of
the Company includes prior service as a Director of Burlington Northern Inc., Santa Fe Pacific Corporation and
other predecessor companies of BNSF. No nominee, other than Mr. Rose, is or has been employed by or has
served as an executive officer of BNSF or its subsidiaries.

Nominees for Director

Edward E. Whitacre, Jr. Lead Director
Director since 1993

Mr. Whitacre, 66, has served as the Chairman Emeritus of AT&T Inc., San Antonio, Texas (communications holding
company) since June 2007, He previously served as the Chairman and Chief Executive Officer of AT&T Inc,, from
January 1590 until he retired in June 2007. Mr. Whitacre is also a Director of Anheuser-Busch Companies, Inc,

Alan L. Boeckmann Director since 2001

Mr, Boeckmann, 59, has served as the Chairman and Chief Executive Officer of Fluor Corporation, Irving, Texas
(professional services holding company offering engineering, construction management and other services) since
February 2002. Mr. Boeckmann is also a Director of Fluor Corporation and Archer-Daniels-Midland Company.

Donald G. Cook Director since 2005

Mr. Cook, 61, retired in June 2005 as Commander (General), Air Training and Education Command, United States
Alr Force, a position he had heid from December 2001. Previously, Mr. Cook served as Vice Commander, Air
Combat Command, United States Air Force from June 1999 to December 2001. Mr. Cook is also a Director of
Crane Corp.




Viima S. Martinez Director since 1998

Ms. Martinez, 64, is a partner of Munger, Tolles & Olson, LLP, Los Angeles, California (law firm), & position she has
held since September 1882. Ms. Martinez is also a Director of Anheuser-Busch Companies, Inc. and Fuor
Corporation.

Marc F. Racicot Director since 2001

Mr. Racicot, 59, is the President and Chief Executive Officer of the American Insurance Association,
Washington, D.C. {property-casualty insurance trade organization). Previously, he was a partner at Bracewell &
Giuliani, L.L.P, Washington, D.C. (law firm) from February 2001 to August 2005; Chairman of Bush-Cheney 04,
Inc. (political organization) from July 2003 to November 2004; Chairman of Republican National Committee

(political organization) from January 2002 to July 2003; and Governor of the State of Montana from 1993 to 2001.

Mr. Racicot is also a Director of Allied Capital Corperation and Massachusetts Mutual Life Insurance Company.

Roy S. Roberts Director since 1993

Mr. Roberts, 68, has served as the Managing Director of Reliant Equity Investors, L.L.C., Chicago, Illinois (private
equity firm) since September 2000, In April 2000, he retired from General Motors Corporation, Detroit, Michigan
(manufacturer of motor vehicles), where he was Group Vice President, North American Vehicle Sales, Service and
Marketing, a position he had held since July 1999. Mr. Roberts is also a Director of Abbott Laborateries.

Matthew K. Rose Director since 2000

-

Mr. Rose, 48, has served as the Chairman, President and Chief Executive Officer of Burlington Northern Santa Fe
Corporation, Fort Worth, Texas since March 2002. He is also the Chairman, President and Chief Executive Officer
of the Company’s subsidiary, BNSF Railway Company. Mr. Rose is also a Director of AMR Corporation and Centex
Corporation,




Marc J. Shapiro Director since 1995

Mr. Shapiro, 60, retired in September 2003 as Vice Chairman for Finance, Risk Management and Administration of
J.P. Morgan Chase & Co., New York, New York (bank holding company), a position he had held since 1997,
Currently, Mr. Shapiro is a consultant and non-executive chairman of Chase Bank of Texas. He is also a Director of
Kimberly-Clark Corporation and The Mexico Fund, Inc. and a trustee of Weingarten Realty Investors.

3.C. Watts, Jr. Director since 2003

Mr. Watts, 50, has served as a senior partner of Oakcrest Capital Partners, LLC, Washington, D.C. (private equity
firm}), since its founding in 2006, and as the Chairman of ).C. Watts Companies L.L.C./Watts Consulting Group,
Inc.,, Washington, D.C. (public affairs and corporate consulting business) since its founding in January 2003.
Previously, Mr, Watts was a member of Congress (R-4th Dist.-Okla.) from January 1995 to January 2003, and
Chairman of the House Republican Conference from 1999 to 2003. He is also a Director of Dillards, Inc. and Clear
Channel Communications, Inc,

Robert H. West Director since 1980

Mr. West, 69, retired in July 1999 as Chairman of Butler Manufacturing Company, Kansas City, Missouri
{manufacturer of pre-engineered building systems and specialty components). Previously, he served as the
Chairman and Chief Executive Officer of Butler Manufacturing Company from May 1986 to January 1999 and as
Chairman from January 1999 untll his retirement. He is also a Director of Commerce Bancshares, Inc, and Great
Plains Energy, Inc.

J. Steven Whisler Director since 199%

Phoenix, Arizona (mining and manufacturing company), 2 position he had held since November 2003, Previously,
Mr. Whisler was Chalrman, Presldent and Chief Executive Officer of Phelps Dodge Corporation from May 2000 to
October 2003. He Is also a Director of US Airways Group, Inc. (and its principal subsidiaries, America West
Airlines, Inc. and US Airways, Inc.), Brunswick Corporation and International Paper Company.

The Board of Directors recommends a vote FOR all of the above nominees,




GOVERNANCE OF THE COMPANY
Role of the Board

Pursuant to the Delaware General Corporation Law and the Company’s By-Laws, the business and affairs of the
Company are managed by the Chief Executive Officer (CEO) under the direction of the Board and the Lead
Director, as discussed below. Atthough the Board is responsible for establishing broad corporate policies and for
the overall performance and direction of the Company, it is not involved in the Company’s day-to-day operations.
Members of the Board keep informed of the Company’s business by partidpating in Board and committee
meetings, by reviewing analyses and reports, including those prepared by the Company, and through discussions
with the CEO and other executive officers of the Company.

Corporate Governance Guldelines

The Board has adopted Corporate Governance Guidelines (Guidelines) that address significant issues of corporate
governance and set forth the procedures by which the Board carries out its responsibilities, Among the areas
addressed by the Guidelines are Director qualifications and responsibilities, Board committee responsibilities, Lead
Director responsibilities, Director compensation and tenure, Director orientation and continuing education, access
to management and independent advisors, succession planning and management development, and Board and
committee performance evaluations. The Directors and Corporate Governance Committee is responsible for
periodically assessing and reviewing the adequacy of these Guidelines and recommending proposed changes to
the Board, as appropriate. The Guidelines are available on the Company’s website at www. bnsf.com under the
"Investors” link. The Company will provide the Guidelines in print, free of charge, to shareholders who request
them.

Director Independence

The Directors and Corporate Governance Committee of the Board reviewed all commercial and charitable
relationships that nominees for election as Directors have with BNSF and its subsidiaries and reported its findings
to the Board, which found that all nominees other than Mr, Rose, Chairman, President and CEQ of BNSF, were
independent. In reaching this conclusion, the Directors and Corporate Governance Committee and the Board
considered information furnished by each of the Directors and other available information and determined that no
nominee, other than Mr. Rose, had (i) any relationship with BNSF or Its subsidiaries (either directly or as a partner,
shareholder or officer of an organization that has a business or charitable refationship with BNSF or its
subsidiaries) that would preclude a finding of independence under the specified prohibitions of the Company's
categorical independence standards (which subsume the corporate governance listing standards of the NYSE) or
(i) any other relationship that the Directors and Corporate Governance Committee or Board believed would impair
the nominee’s independence. The categorical independence standards used by the Directors and Corporate
Governance Committee are included in the Corporate Governance Guidelines,

With the exception of Mr. Boeckmann, none of the other Directors has a business refationship with BNSF or its
subsidiaries. Mr. Boeckmann is Chairman and Chief Executive Officer of Fluor Corporation, which made payments
in the ordinary course of business aggregating less than 0.1% of either its or BNSF’s revenues to a BNSF
subsidiary for transportation services during 2007. The Directors and Corporate Governance Committee and the
Board considered this relationship and determined that Mr. Boeckmann was independent.

Certain Relationships and Related Person Transactlons

BNSF has adopted a written policy for the review, approvat or ratification of related person transactions between
the Company and Directors, nominees for Director, executive officers and beneficial owners of more than 5% of
BNSF’s common stock and members of their immediate families. The policy is available at www.bnsf.com under

the “Investors” link.

BNSF's policy requires the related person to seek approval of covered transactions at the earliest practicable time
from the Directors and Corporate Governance Committee (or from the Chair of the Directors and Corporate
Governance Committee for transactions less than $1,000,000). If advance approva! is not feasible or not identified
prior to commencement of the transaction, the transaction will be considered and, if appropriate, ratified at the
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next regular meeting. In seeking approval, the related person must report all known material terms and
circumstances of the transaction.

Covered related person transactions generally indude any financial transaction, arrangement or relationship
(including an employment relationship, charitable contribution or pledge and indebtedness or guarantee of
indebtedness) in which BNSF is a participant, the aggregate amount exceeds $120,000 in any calendar year and a
related person described above has a direct or indirect material interest.

The policy excludes specified categories of transactions, determined by the Board net to have potential for
improper benefit to a related person, including (i} transactions in the ordinary course of business that are
consistent with other third party transactions and are below specdified thresholds; (if) charitable contributions
below specified thresholds or where the related person is not an executive officer or Director of the non-profit
entity; (iii} transactions with entities where the related person’s interest is based solely on his or her position as a
non-employee Director or unpaid volunteer; (iv) transactions determined by competitive bids; and (v) transactions
at rates regulated by law.

In determining whether to approve or ratify a related person transaction, the Directors and Corporate Govemance
Committee (or Chair, if applicable) may take into account such factors as deemed appropriate, including:

+ the extent of the related person’s interest;

« whether-the transaction would interfere with the related person’s chjectivity and independence in fulfilling
his or her responsibilities to BNSF;

» whether the transaction is falr to BNSF and on terms no less favorable than generally available to an
unaffiliated third party;

+ whether the transaction is in the interest of BNSF and its shareholders; and

+ whether the transaction is consistent with any conflicts of interest policies set forth in the BNSF Code of
Conduct and other policies,

Other than the transactions disclosed on page 22, there were no related person transactions in 2007 that were
required to be disclosed pursuant to SEC regulations.

Codes of Conduct and Ethics

The Company has a Code of Conduct that applies to our Directors, officers and salaried employees and a Code of
Business Conduct and Ethics that applies to our unionized employees. Both Codes of Conduct are available at
www.bnsf.com under the “Investors” link, The Company will provide copies in print, free of charge, to
shareholders upon request. All amended or restated codes will be promptly posted to the Company’s website.

Lead Director

The independent Directors have established the position of Lead Director, which is filled when the Chairman of the
Board is not independent. The independent Directors elected the Chairman of the Directors and Corporate
Governance Committee, Edward E. Whitacre, Ir,, as Lead Director. The Lead Director;

» approves meeting agendas that have been prepared by the Chairman and CEQ and assures that there is
sufficient time for discussion of all agenda items;

« reviews materials which will be discussed by the Board at one of its meetings (a) which are not otherwise
reviewed by one of the Chairmen of the Audit, Directors and Corporate Governance and Compensation and
Development Committees and (b) which require Board approval or will be reviewed at an Executive Session
of non-management Directors;

* reviews materials sent to the Board on a regular basis addressing industry news, analyst reports,
management communications regarding the financial condition of the Company or addressing current
issues impacting the Company, or news releases that the Company has issued on significant matters;

» presides at all meetings of the Board at which the Chalrman is not present, including Executive Sessions of
non-management Directors;




* acts as a liaison between the CEO and the independent Directors, as required; and

» when necessary, calls meetings of the independent Directors or Executive Sessions of non-management
Directors.

The non-management Directors or the Board may delegate additional duties to the Lead Director as appropriate.
The Corporate Governance Guidelines describe in more detail the Lead Director governance structure.

Identification of Director Candidates

The Corporate Governance Guidelines and the Directors and Corporate Governance Committee Charter give that
committee responsibility for identifying and reviewing Director candidates to determine whether they qualify for
and should be considered for membership on the Board.

The Directors and Corporate Governance Commitiee seeks candidates from diverse business and professional
backgrounds with outstanding integrity, achievements, judgment and other skills 2nd experience that will enhance
the Board's ability to serve the long-term interests of sharehotders. Further, it seeks candidates who are
committed to representing the long-term interests of the shareholders. In seeking candidates with diverse
backgrounds, the Directors and Corporate Governance Committee seeks diversity in age, race and gender. The
Directors and Corporate Governance Committee reviews candidates with the objective of assembling a slate of
Directors that can best fulfill the Company’s goals and promote the shareholders’ interests.

Members of the Board will be asked to submit recommendations when there is an opening or an anticipated
opening for a Director position. The Directors and Corporate Governance Committee will also consider a candidate
for Director recommended by a shareholder. For more information, please see "Communications and Other
Matters — Shareholder Nomination of Directors.”

The Directors and Corporate Governance Committee may also use outside sources or third parties to find potential
Board member candidates and, similarly, may use the services of outside sources or a third party to evaluate or
assist in evaluating nominees brought to their attention. Should the Company use the services of a third party, it
would expect to pay a fee for such services.

2007 Board Meetings and Annual Meeting

The Board met seven times in 2007. Each of our Directors attended 100 percent of the meetings of the Board and
of the Board committees on which he or she served. It is the policy of the Company to encourage each Board
member to attend the annual meetings. Each of the 11 Directors elected at the 2007 annual meeting of
shareholders attended the meeting.

Board Commiittees

The Board has four standing committees: Executive, Compensation and Development, Directors and Corporate
Governance, and Audit. No member of any committee is presently an employee of the Company or its
subsidiaries, with the exception of Mr. Rose, who serves as Chairman of the Executive Committee. The specific
responsibilities of the Compensation and Development, Directors and Corporate Governance, and Audit
Committees are identified in their committee charters, each of which is posted on the Company’s website at
www.bnsf.com under the “Investors” link.




Directors serve on the following committees as indicated below:
Compensation Directors and Corporate

Executiva and Development Govemance Audit
Alan L. Boeckmann é é
Donald G. Cook é
Viima S. Martinez &
Marc F. Racicot é
Roy S. Roberts [ & *
Matthew K. Rose é*
Marc 1. Shapiro [ &
1.C. Watts, Jr. b
Robert H. West [ ' 4+
J. Steven Whisler ]
Edward E. Whitacre, Jr.** _ ' & 4 &>

* Committee Chairman
** Lead Director

Executive Committee, The Executive Committee, which did not meet during 2007, has all of the p&wer and
authority of the Board at times when the Board is not in session, except those powers and authorities specifically
reserved by Delaware law to the full Board.

Compensation and Development Committee. The Compensation and Development Commiittee {the
Compensation Committee) held six meetings during 2007, The Board has determined that all members of the
Compensation Committee are independent under the NYSE corparate governance listing standards and the
Corporate Governance Guidelines. Each member also meets the definition of an “outside director” for purposes of
Section 162(m) of the Intemnal Revenue Code and the definition of a “non-employee director” for purposes of
Rule 16b-3 under the Securities Exchange Act of 1934. The purpose of the Compensation Committee is to provide
assistance to the Board in discharging its responsibilities relating to the compensation and development of the
CEOQ and other executive officers and with respect to equity-based compensation, incentive compensation and
employee benefit plans,

The Compensation Committee:

« reviews and approves corporate goals and objectives relevant to the CEQO's compensation, evaluates the
CEQ's performance in light of those goals and objectives, and recommends to the independent Directors
the CEQ's compensation level based on this evaluation;

» approves the compensation of executive officers (other than the CEQ);

« adopts, amends, terminates or recommends to the Board the adoption, amendment or termination of the
Company’s equity-based employee plans;

+ recommends to the Board the adoption or termination of the Company’s qualified, related nongualified and
broad-based welfare employee benefit plans or recommends to the Board any significant amendments to
such plans;

« adopts, terminates, amends or recommends to the Board the adoption, termination or amendment of other
compensation plans for executive officers or related executive officer arrangements to the extent pravided
by the terms of such plans or arrangements or to the extent required by NYSE listing standards or
applicable law;

* 3ssists the Board in evaluating potential candidates for executive positions and oversees the evaluation of
management, executive succession planning and management development; and

» submits an annual report stating that the Compensation Committee has reviewed the Compensation
Discussion and Analysis prepared by management and discussed it with management and, based on the
review and discussion, has recommended to the Board that it be induded in the Company’s proxy
statement,
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The Compensation Committee may delegate authority and responsibility to one or more subcommittees, each
comprised of one or more Directors. Any subcommittee that grants awards intended to comply with Rule 16b-3 of
the Securities Exchange Act of 1934 or to constitute performance-based compensation under Section 162(m) of
the Intemal Revenue Code must consist of no fewer than two members who meet the definition of a “non-
employee director” under Rule 16b-3 of the Exchange Act and the definition of “outside director” under

Section 162(m) of the Internal Revenue Code.

Tha Compensation Committee may also delegate its authority and responsibilities to the CEQ, provided that
delegation may not indlude the authority to amend or terminate equity-based plans or incentive compensation
plans for executive officers. The Compensation Committee may, however, delegate to the CEQ the authority to
amend qualified, related nonqualified and broad-based welfare employee benefit plans and arrangements that do
not constitute "Significant Amendments.” Under the Compensation Committee’s charter, Significant Amendments
include amendments that: materially increase the Company's liabilities under a benefit plan; change the design of
such plans with respect to the allocation of respensibilities; discriminate in scope, terms or operation in favor of
executive officers; and make changes which affect the Company’s indemnification obligations.

Compensation and Development Committee's Executive Compensation Consuftants. The
Compensation Committee retained several different compensation consulting firms to assist it in determining the
amounts and forms of our executive and non-executive compensation for 2007,

In 2006, Hewitt Associates, LLC (Hewitt) served as advisor to the Compensation Committee. Hewltt was retained
to assist the Compensation Committee in making decisions with respect to executive compensation, provide
market data to the Compensation Committee, provide updates to the Compensation Committee on the latest
regulatory, legal and accounting considerations impacting compensation and benefit programs, and assist the
Compensation Committee with issues relating to executive talent management and management transitions. In
late 2006, Hewitt helped the Compensation Committee determine 2007 salaries for executive officers. Hewitt also
provided several services to the Company in 2007, although the individual consultant primarily used by the
Compensation Committee did not provide any services to the Company.

In early 2007, the individual consultant at Hewitt upon whom the Compensation Committee had primarily relied
became employed by James F. Reda & Associates, LLC (Reda), and, as a result, the Compensation Committee
hired Reda as its compensation consultant, Reda's scope of engagement for the Compensation Committee in 2007
included reviewing and commenting on recommendations by management with respect to the Company’s
executive compensation programs, including program changes and redesign, special awards, change in control
provisions, executive contracts, executive stock ownership guidelines, promotions and retirement policies. Its
scope of engagement also included attending regular meetings of the Compensation Committee, as requested by
the Chairman of the Compensation Committee, periodically consulting with the Chairman of the Compensation
Committee and providing periodic updates to the Compensation Committee on legal, accounting and other
developments and trends that affected executive compensation. Reda was also asked to be available to help the
Compensation Committee with respect to special projects on compensation and related issues, including providing
research on specific issues or practices of other companies and research, analysis and advice on non-
compensation issues.

Desplte its broad scope of engagement, Reda’s actual role was generally limited to reviewing materials provided
to the Compensation Committee and advising the Compensation Committee regarding recommendations by the
Company, including those regarding long-term incentive grants to the CEO. Reda did not provide any services to
the Company other than its services to the Compensation Committee.

In June 2007, when the individual consultant who was primarily résponsible for assisting the Compensation
Committee became employed by the consulting firm of Towers Perrin, the Compensation Committee terminated
its relationship with Reda and engaged Towers Perrin as its compensation consultant. Towers Perrin's scope of
engagement was substantially the same as Reda’s engagement, as described above. Towers Perrin also provided
several services to the Company in 2007, although the consultant primarily used by the Compensation Committee
did not provide any services to the Company.
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To further ensure the independence of the Compensation Committee’s consulting firm, in December 2007, the
Compensation Committee hired the consulting firm of Frederic W. Cook & Co., Inc. (Cook) as its sole
compensation consultant, effective January 1, 2008, Cook’s scope of engagement consists of asslisting the
Compensation Committee in connection with the Company’s executive officer, Board and other compensation
related matters, As noted below, prior to its engagement by the Compensation Committee, Cook provided certain
services to the Company. The terms of Cook’s engagement by the Compensation Committee prohibit Cook from
providing any further services directly to the Company or its management.

Company's Executive Compensation Consultants. The Company engaged several compensation consultants
in 2007, Towers Perrin, Hewitt and the Hay Group were each used by the Company to provide data and advice
regarding executive compensation policles and practices and survey data. Towers Perrin and Hewitt were each
also engaged by the Company to perform other work during 2007 that was not refated to executive
compensation, such as providing general industry and railroad compensation data for non-executive positions,
assisting in workforce planning forecasts, analyzing financial risk, and environmental and personal injury fiabilities,
and providing actuarial services.

In mid-2007, the Company hired Cook to assist in reviewing the Company’s executive compensation programs,
such as change in controt policies and perquisites, in light of best practices. Due to its subsequent engagement by
the Compensation Committee, Cook no longer provides any services directly to the Company.

Compensation and Development Committee Interlocks and Insider Participation. No Interlocking
relationship existed during 2007 between the Company’s Board or Compensation Committee and the Board or
compensation committee of any other company.

Directors and Corporate Governance Committee. The Directors and Corporate Governance Committee held
four meetings during 2007. The Board has determined that all members of the Directors and Corporate
Governance Committee are independent under the NYSE listing standards and the Company’s Corporate
Governance Guidelines.

The Directors and Corporate Governance Committee assists the Board in relation to: (1) appropriate size of the
Board; (ii) Director nominations; (iii) Board independence and performance; {iv) corporate governance; and
(v) Director compensation, induding equity-based Director plans.

Audit Committee. The Audit Committee held six meetings during 2007, The Board has determined that all
members of the Audit Committee are financially literate and that all are independent under the NYSE listing
standards, SEC rules govermning the qualifications of audit committee members, the Corporate Govemance
Guidelines and the Audit Committee Charter. The Board has also determined that each of the members of the
Audit Committee (Robert H. West, Alan L. Boeckmann, Marc J. Shaplro and J. Steven Whister) qualifies as an
“audit committee financial expert” as defined by SEC rules and each has accounting or related financial
management expertise as required by NYSE listing standards. No member of the Audit Committee serves on the
audit committees of mere than three public companies.

The Audit Committee assists the Board in fulfilling its responsibilities with respect to the Company's

(1) independent auditors; (1) the audit committee report required by the SEC to be included in the Company’s
proxy statement; (iii) financial statements; (iv) internal audit function; and (v) compliance with legal and
regulatory requirements.

Executive Sessions of Non-Management Directors

Non-management Directors of the Board conduct executive sessions at least three times per year at regularly
scheduled meetings. Executive sessions are chaired by the Lead Director.
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Retirement Policy

Under the Company’s Corporate Govemnance Guidelines, no individual may serve as a Director beyond the annual
meeting of shareholders on or following his or her 72nd birthday. Individual Directors who change the
responsibility they held when they were elected to the Board should volunteer to resign from the Board to afford
the Board the opportunity, through the Directors and Corporate Governance Committee, to review the
appropriateness of continued Board membership under the drcumstances. The Company’s Corporate Govemnance
Guldelines provide that when the Company’s CEO resigns or retires from that position, he or she should offer to
resign from the Board at the same time, The Board wiil consider the merits of having a former CEO serve on the
Board and will act accordingly, but no former CEO who serves on the Board will be considered an independent
Director for corporate governance purposes.
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DIRECTORS’ COMPENSATION

The fiscal year 2007 compensation of our non-employee Directors is shown in the following table:

Change in
Penslon Value
and Nonqualified

Fees Eamed or  Stock Awards Cogep?n’;:%on
Name Paid in Cash(1) {(2)(3) Eamings{4} Total
Alan L. Boeckmann " $ 71,000 $189,791 $ 0 $251,791
Donald G. Cook $ 68,000 $205,490 $ - $274,490
Vilma S. Martinez $ 64,000 $180,791 $ 0 $244,791
Marc F. Racicot $ 65,000 $180,791 $ 0 $245,79
Roy S. Roberts $ 78,000 $180,791 $2,572 $261,363
Marc ). Shapiro o $ 71,000 $180,791 $ 0 $251,791
J.C. Watts, Jr. $ 68,000° . $180,791 $ 0 $248,791
Robert H. West $ 83,000 $180,791 $2,572 $266,363
J. Steven Whisler ' $ 68,000 $180,791 $ 0 $248,791
Edward E. Whitacre, Jr. $101,000 $180,791 $ 0 $281,791

(1) Amounts disclosed in the Fees Earned or Paid in Cash column include annual retainers, supplemental annual
retainers and meeting fees, including any such amounts that were deferred in accordance with the 2005
Deferred Compensation Plan for Non-Employee Directors.

(2) Amounts disclosed in the Stock Awards column relate to restricted stock units (RSUs) granted in 2007 and in
prior years. The amounts disclosed represent the Company’s 2007 compensation cost recorded in the financial
statements for stock awards in accordance with Statement of Financial Accounting Standards No. 123 (revised
2004) (FAS 123R). These amounts do not cormespond to the actual value that will be received by the
Directors. Compensation cost for stock awards is recorded ratably over the vesting period using the grant-
date fair value. The RSUs granted in 2007 to the Directors had a grant-date fair value of $88.77. See footnote
14 of the Company's financia! statements in the Company’s Annual Repaort on Form 10-K for the assumptions
made in determining FAS 123R values. Pursuant to Securities and Exchange Commisslon rules, the amounts
shown exclude the impact of estimated forfeitures related to service-based vesting conditions. There were no
forfeitures of stock awards during 2007.

(3) The following table shows the aggregate number of equity awards held by each Director as of December 31,
2007:

Name Stock Options (#) RSUs (#)
Alan L. Boeckmann 0 10,500
Donald G. Cook 0 6,684
Vilma S. Martinez 0 10,500
Marc F. Racicot 0 10,500
Roy S. Roberts 9,000 10,500
Marc . Shapiro 18,000 10,500
J.C. Watts, Jr. 0 10,500
Robert H. West 0 10,500
). Steven Whisler )] 10,500
Edward E. Whitacre, Jr. 0 10,500

{4) Amounts disclosed in the Change in Pension Vatue and Nonqualified Deferred Compensation Earnings colurmn
represent the aggregate increase in the actuarial present value of the accumulated benefits under the
Directors’ Retirement Plan from the pension plan measurement date used for financial statement reporting
purposes with respect to the Company’s audited financial statements for 2006 to the pensicn plan
measurement date used for financial statement reporting purposes with respect to the Company’s audited
financial statements for 2007. For the following Directors, there were the following aggregate decreases due
to discount rate changes, so $0 is shown in the column: Mr, Boeckmann —$1,102; Ms. Martinez — $1,625;
Mr. Racicot — $1,102; Mr. Shapiro — $4,355; Mr. Watts — $385; Mr. Whisler — $5,878; and Mr. Whitacre —
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$1,144. Mr. Cook joined the Board after the Directors’ Retirement Plan was terminated in 2003 and Is not
eligible for a benefit. Earnings on deferrals of compensation pursuant to the Deferred Compensation Plan for
Directors and the 2005 Deferred Compensation Plan for Non-Employee Directors are not “preferential” or
“above market” as defined by SEC rules and thus are not inctuded in this table.

Narrative Disclosure To 2007 Director Compensation Table
The following describes material features of the compensation disclosed in the 2007 Director Compensation table,

Annual Retainer. Each non-employee Director receives an annual retainer of $60,000, paid in quarterly
installments. The Lead Director is paid a supptemental annual retainer of $20,000. The Chairman of the Audit
Committee is paid a supplemental annual retainer of $15,000, and each non-employee Director who chairs any
other Board committee is paid a supplemental annual retainer of $10,000. In addition, for attendance at each
committee meeting or any Inspection trip or similar meeting, a meeting fee of $1,000 plus expenses is paid.
Expenses for attendance by spouses of Directors are also paid in connection with certain meetings.

Prior to 2004, Directors were permitted to exchange up to 25% of their annual retainer for 150% of the value in
restricted stock under the Non-Employee Directors’ Stock Plan (described below). The last of these restricted
stock awards, held by all Directors except Messrs. Cock and Racicot, vested on December 31, 2006. Dividends
were paid on restricted stock, and the shares were permitted to be voted.

Non-Employee Directors’ Stock Plan. tnder the Non-Employee Directors’ Stock Plan, each non-employee
Director receives a grant of 2,100 RSUs as of the date of each annual meeting of the Company's shareholders {or,
if 1ater, two business days after the release of the Company’s first quarter earnings). If an individual becomes a
Director after the annual meeting has occurred for the year, he or she will receive a prorated portion of the annual
grant of RSUs for the portion of the year following the date on which the individual becomes a Director. Each non-
employee Director also receives a one-time grant of 1,000 RSUs after the annual meeting at which he or she is
first elected to the Board. RSUs vest on the date of the next annual meeting of shareholders after they are
granted if the Director remains on the Board on such date, Early vesting will occur on the date of the Director’s
termination of services prior to such annual meeting if the Director’s services terminate by reason of the Director's
retirement, death or disability, or on the date of a change in contro!, as defined in the change in control
agreements described on page 50 of this proxy statement, that occurs prior to such annual meeting, Vested RSUs
will be distributed as shares of unrestricted stock — one share of the Company’s common stock for each RSU —
upon the date the Director's term of service ends. Shares underlying RSUs may not be voted, but holders of RSUs
have the right to receive a cash payment equivalent to regular dividends with respect to their RSUs at such times
and in such amounts as dividends are paid on the Company's common stock,

The Company previously made equity grants to non-employee Directors in the form of nonqualified stock options,
rather than RSUs. The options vested one year from the date of grant or earlier upon retirement, death, disability
or change in controi. All options held by Directors are vested. Options expire ten years after grant, but no longer
than one year after termination of the Director’s services.

Directors’ Retirement Plan. The Directors’ Retirement Plan provided non-employee Directors an annual
benefit following retirement if they served as a member of the Board (including service with Company
predecessors) for ten consecutive years, attained the mandatory retirement age of 72 or were designated by the
Directors and Corporate Governance Committee as eligible for benefits. The plan was terminated on July 17,
2003. However, individuals who were Directors on July 17, 2003, and were eligible for retirement under the
Directors’ Retirement Plan on that date will receive annual payments beginning upon their retirement of $40,000
per year, which was the amount of the annual retainer for services as a Board member at the ime the plan was
terminated. In addition, individuals who were members of the Board on July 17, 2003, but who were not eligible
for retirement as of such date, and who have at least ten years of Board service upon their eventual retirement,
will be eligible to recelve a prorated annual payment under the Directors’ Retirement Plan based on the number of
months that they served on the Board as of July 17, 2003. The payments under the plan wili be paid in guarterly
instalilments. Payment ceases upon an individual’s death. All Directors, other than Mr. Cock, who joined the Board
in 2005, are eligible for a benefit under the Directors’ Retirement Plan.
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Deferred Compensation Plan for Directors and 2005 Deferred Compensation Plan for Non-Employee’
Directors. Directors may defer their annual retainers and meeting fees pursuant to the 2005 Deferred
Compensation Plan for Non-Employee Directors and its predecessor, the Deferred Compensation Plan for
Directors. Eamings on deferrals track the Investment options elected by the Director, which include a Prime Rate
interest account, a Company stock-equivalent (phantom stock) account, an S&P 500 index fund account and a
long-term capital appredation fund account. Other investment tracking options may be established. Directors
receive, based upon their elections, distributions of their deferrals either in up to ten annuat installments or as
lump-sum payments after their departure from the Board. If a Director dies prior to payment of all amounts due
under the plans, the balance of the amount due wili be payable to the Director’s beneficiary in a lump sum.

Directors’ Charitable Award Program. Under the Directors’ Charitable Award Program established by one of
our predecessor companies, a $1,000,000 donation to an eligible educational institution designated by
Mr. Whitacre will be payable upon his death, retirement or disability, or other circumstances as deemed

" appropriate by the Directors and Corporate Governance Committee, No amounts are induded in the Director

Compensation Table with respect to the program. In the event of a change in control of the Company, as defined
In the change in control agreements described on page 50 of this proxy statement, and provided that the Board
does not direct otherwise, the Company will immediately designate Mr. Whitacre's recommended educational
institution as a beneficiary in connection with the program and place ali necessary funds to make the donations
Into a trust administered by an Iindependent trustee. Except as to the Directors of the predecessor company to
which the program applied, the program was discontinued in 1995, and therefore Mr. Whitacre is the only current
Director who is eligible to participate.

Amended and Restated Benefits Protection Trust. The Amended and Restated Benefits Protection Trust,
described on page 49 of this proxy statement, applies to the Directors’ Retirement Plan, the 2005 Deferred
Compensation Plan for Non-Employee Directors and the Deferred Compensation Plan for Directors, In the event of
a change in control, the Company is required to deposit in the trust an amount equal to Directors’ accrued
benefits under the plans.
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ITEM 2: APPOINTMENT OF INDEPENDENT AUDITOR

Ratification of Appointment of Independent Auditor

PricewaterhouseCoopers LLP served as the independent auditor (independent registered public accounting firm)
for the Company and its wholly owned subsidiary BNSF Railway Company for 2007. Representatives of
PricewaterhouseCoopers LLP will be present at the annual meeting with the opportunity to make a statement if
they desire to do so and are expected to be available to respond to appropriate questions.

At its January 2008 meeting, the Audit Committee of the Board of Directors appointed PricewaterhouseCoopers
LLP as the Company's independent auditor for 2008. PricewaterhouseCoopers LLP has begun certain work related
to the 2008 audit as approved by the Audit Committee. Information on independent auditor fees for the last two
fiscal years is set forth below.

Although NYSE listing standards require that the Audit Committee be directly responsible for selecting and
retaining the independent auditor, the Company is providing shareholders with the means to express their views
on this issue. Although this vote cannot be binding, In the event the shareholders fail to ratify the appointment of
PricewaterhouseCoopers LLP, the Audit Committee will reconsider this appointment. Even if the appointment is
ratified, the Audit Committee in its discretion may direct the appointment of a different independent auditing firm
at any time during the year if the Audit Committee determines that such a change would be in the best interests
of the Company and its shareholders.

The members of the Audit Committee and the Board of Directors recommend a vote
FOR ratification of the appointment of PricewaterhouseCoopers LLP as the Company's
independent auditor for 2008.

Independent Auditor Fees'

The fees incurred by Burlington Northern Santa Fe Corporation, including its majority-owned subsidiaries, for
services provided by PricewaterhouseCoopers LLP, the independent auditor, in 2007 and 2006 are set forth below,

Twelve Months
Ended
December 31,

2007 2006

(in thousands)
Audit Fees . .. ..o i e i i e c i e e $2,432 $2,486
Audit-RelatedFees . .............. . i o 12
TaX FEBS . ... i i i i it i i e 101 70
L - | $2,533 2,568

Audit-Related Fees. Audit-related fees consist of professional services related to benefit plans. In 2006, BNSF
transitioned benefit plan audit services from PricewaterhouseCoopers LLP to ancther audit firm.

Tax Fees. Tax fees consist of professional services for tax compliance, tax audit and tax planning for specific
transactions or potential transactions of the Company,

Pre-Approval Policles and Procedures

The Audit Committee or its Chairman pre-approves all fees and services provided by the independent auditor,
subject to the exceptions for non-audit services described in the Securities Exchange Act of 1934 and rules and
regulations thereunder. During 2007 and 2006, all fees incurred were pre-approved,
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Audit Committee Report
This report is submitted by the Audit Committee of the Board of Directors,

The Board of Directors pursues its responsibility for 6versi§ht of the Company's financial reporting process
through the Audit Committee. The Board of Directors, in its business judgment, has determined that all members
of the Audit Committee are independent and financlally literate and that all have accounting or related financial
management expertise as required by the applicable listing standards of the New York Stock Exchange. The Audit
Committee operates pursuant to a charter adopted by the Board of Directors, as amended and restated in
February 2008, a copy of which is posted on the Company’s website at www.bnsf.com under the “Investors” link.
The Audit Committee and the Board of Directors annually review and assess the adequacy of the charter.

As set forth in the charter, management bears the primary responsibility for the Company’s financial statements
and related disclosures, as well as the maintenance of appropriate accounting and financial reporting principles
and practices, and internal controls and procedures designed to ensure compliance with accounting standards and
applicable laws and regulations. The Audit Committee is responsible for aversight of these roles of management,

as well as for the appointment, retention, compensation, evatuation and.termination of the Company's
independent auditor, including pre-approvalof all audit services and the fees and terms thereof, The Audit
Committee is also responsible for the preparation of an audit committee report to be included in the Company’s
annual proxy statement. The Audit Committee meets regularly with the independent auditor, management and
the Company’s internal auditors. The independent audltor and the Company's Internal auditors have direct access
to the Audit Committee, with and without the presence of management representatives, to discuss the scope angd
results of their work and their comments on the adequacy of intemal accounting oontrols and the quality of
financial reporting. v

In performing our oversight function, we have reviewed.and discussed the audited financial statements with
management and the Company’s independent auditor for 2007, PricewaterhouseCoopers LLP. We have also
discussed with PricewaterhouseCoopers LLP the matters required to be discussed by Statements on Auditing
Standards No. 61 (Communication with Audit Committees) and No. 90 (Audit Committee Communications). In
addition, we have received the written disclosures and the letter from PricewaterhouseCoopers LLP required by
Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees} and discussed
with them thelr independence from the Company and management. We have considered whether the non-audit
services provided by PricewaterhouseCoopers LLP are compatible with their independence.

Based on our review and the discussions described above, the Audit Committee recomménded to the Board of
Directors that the audited financial statements be included in the Company’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2007, filed with the Securities and Exchange Commission,

Audit Committee:

Robert H. West, Chairman et
Alan L. Boeckmann )

Marc J. Shapiro

J. Steven Whisler

18




ITEM 3: SHAREHOLDER PROPOSAL REGARDING SAY ON EXECUTIVE PAY

Emil Rossi (Proponent) has submitted a shareholder proposal for consideration (Shareholder Proposal) at our
annual meeting of stockholders. The Proponent's address is P.O, Box 249, Boonville, CA 35415-0249, The
Proponent has represented to BNSF that he held 975 shares of common stock as of November 16, 2007. BNSF is
not responsible for the contents of the Shareholder Proposal or the accuracy thereof. If properly presented at the
annual meeting of stockholders, the Board of Directors unanimously recommends a vote AGAINST the following
Shareholder Proposal. -

Shareholder Proposal -
' 3 - Shareholder Say on Executive Pay

RESOLVED, that shareholders of our company request our board of directors to adopt 2 policy to give
shareholders the opportunity at each annual shareholder meeting to vote on an advisory resolution, proposed by
management, to ratify the compensation of the named executive officers (NEOs) set forth in the proxy
statement’s Summary Compensation Table (SCT) and the accompanying narrative disclosure of material factors
provided to understand the SCT (but not:the Compensation Discussion and Analysis). The proposal submitted to
shareholders should make clear that the vote is non-binding and would not effect any compensation paid or
awarded to any NEO, -

Investors are increasingly concerned about mushroomiﬁg executive pay which often appears to be insufficiently
aligned with the creation of shareholder value. As a result, in 2007 shareholders filed more than 60 “say on pay”
resolutions with companies, averaging a 42% vote. In fact, seven resolutions exceeded a majority vote. Verizon
Communications (VZ), under fire from shareholders over executive pay practices, and Aflac (AFL) decided to
present such a resolution to a shareholder vote. A bill to provide for annual advisory votes on executive pay
passed in the U.S. House of Representatives by a 2-to-1 margin.

Our directors prevented us from voting on this topic in 2007 by capitalizing on.a technicality. Please see:
Burlington Northern Santa Fe Corp. (January 31, 2007).

The advantage of adopting this proposal should also be considered In the context of our company’s overall
corporate governance, For instance in 2007 the following governance status was reported (and certain concemns
are noted):

« The Corporate Library http://www.thecorporatelibrary.com, an independent investment research firm said
total actual compensation for our CEC, Mr. Rose was $14 million in 2006 - more than 20% greater than
compensation at other similarly sized firms. Our company’s share price underperformed the S&pP 500 by
10% in 2006.

» We had no Independent Chalrman - Independent oversight cencem.

Plus our lead director, Mr. Whitacre, was potentially conflicted and had 14-years director tenure -
Independence concerns.

» No shareholder right to cumulative voting or acting by written consent.
» Three directors reported non-director links with our company — Independence concern.
s Qur full Board met only 6-times in a year.
o The chairman of our Audit Committee had 27-years director tenure — Independence concem.
Additionally:

« Our following directors served on boards rated D by the Corporate Ubrary:

1) Ms. Martinez Anheuser-Busch (BUD) :

2) Mr. Whitacre . Anheuser-Busch (BUD)

3) Mr. Racicot : Allied Capltal (ALD)

4) Mr, Watts - Clear Channe! (CCU)

: . Dillard's (DDS)

S) Mr. Roberts . Abbott Laboratories (ABT)

6) Mr. Cook N Crane (CR) ]

7) Mr. Rose Centex (CTX)
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* 45% of our Board receive. more than 10% withhold votes in 2007 including:

Ms. Martinez
Mr. Rose

Mr. Whisler
Mr. Whitacre
Mr. Racicot

The above status shows there Is room for improvement and reinforces the reason to take one step forward now
and vote yes:

Shareholder Say on Executive Pay~Yeson 3 -
Board of Directors Statement in Opposition to the Shareholder Proposal

BNSF urges shareholders to vote against the Shareholder Proposal. Establishing executive compensation
arrangements requires the balancing of various business considerations and involves numerous goals and various
types of programs designed to meet those goals. The Board and its Compensation and Development Committee
have done a good job establishing compensation arrangements that are aligned with the creation of shareholder
value. The advisory vote proposed would not be effective because it would not provide the Board with any
meaningfu! insight into what particular elements of our executive compensation program are of concern to the
sharehalders. Such an advisory vote is also unnecessary, as shareholders already have an effective means of
communicating directly to the Board of Directors their specific suggestions as to the program and its various
elements.

Establishing executive compensation arrangements involves balandng numerous business considerations against
competitive pressures and is an undertaking for which BNSF's Board of Directors and its Compensation and
Development Committee are well suited. As detailed in the Compensation Discussion and Analysis portion of this
proxy statement, our compensation goals are intended to: (1) achieve strong business performance by
emphasizing performance-based compensation; (2} align the interests of our officers with those of shareholders
by rewarding executives with growth in the value of our stock and by encouraging them to hold significant
amounts of our stock; {3) align the interests of our executives with other employees by using a common
framework for compensation and performance measures; and (4) attract and retain valuable executives by
providing competitive compensation. To achieve these goals, we use a variety of compensation programs,
including salaries, annual cash incentives, performance-based stock and stock option awards, pensions and other
forms of compensation. Our performance-based compensation puts some pay at risk and provides greater
rewards for strong performance by individuals and the business. In addition to executives, all 5,800 salaried and
more than one-quarter of our 38,000 union employees have opportunities for bonuses based on BNSF's annual
performance in areas such as safety, eamings per share, and the velocity of locomotives and freight cars. We
believe this has helped enhance our Investment performance for shareholders which, as measured by compound
annual growth rate and annual retums, has significantly surpassed both the Standard & Poor’s 500 and Dow
Janes transportation indices for several years. Indeed, Forbes Magazine has listed BNSF as the only company in
the Transportation sector in its list of America’s 400 Best Big Companies and recognized our CEQ, Matthew K.
Rose, as being among the “Best-Performing Bosses.”

The Board believes that the "advisory vote” on executive officer compensation requested by the proponent would
not provide the Board or its Compensation and Development Committee with any usable insight into spedific
shareholder concerns regarding how decisions are made concerning executive compensation. There would be no
way of knowing whether a shareholder’s vote was meant to express satisfaction or dissatisfaction with the level,
structure or mix of the compensation of any particular executive or group of executives or with the structure or
content of the overall compensation program, In short, a simple vote "FOR" or "AGAINST” the compensation paid
as reflected in the Summary Compensation Table would not enable shareholders to provide constructive feedback
to the Company and would not be effective. ’

BNSF already has a more efficient and meaningfi! method for shareholders to communicate with our Directors on
executive compensation practices than the proposed advisory vote, As discussed on page 55 under the heading
“Communications with the Board,” shareholders may communicate with members of our Board of Directors, induding
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our non-management Directors as a group, our Lead Director, the Compensation and Development Committee or any
Director, by writing to the Company. Unlike the advisory vote called for in the Shareholder Proposal, communicating
directly with the Board of Directors will allow you to voice any specific observations or concerns directly to the decision
makers. .

The members of the Board of Directors recommend that shareholders
vote AGAINST this proposal.
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STOCK OWNERSHIP IN THE COMPANY
Certain Beneficial Owners '

The following table sets forth the name, address, stock ownership and voting power of each person or group of
persons known to the Company to own beneficially more than five percent of the Company’s common stock as of
the date indicated.

Shares Held and Nature of

Name and Address of Beneficdlal Owner Beneficial Qwnershlp Percentage
Berkshire Hathaway Inc.
1440 Kiewit Plaza
Omaha, Nebraska 68131 63,785,418 (1) 18.4% (1)
UBS AG
Bahnhofstrasse 45
PO Box CH-8021
2Zurich, Switzerland 20,629,008 (2) 5.9% (2)

{1) A report on Form 4, dated January 24, 2008, indicates that these shares are owned by National Indemnity
Company (NICO), a subsidiary of OBH, Inc. {OBH). OBH is a subsidiary of Berkshire Hathaway Inc.
(Berkshire). As OBH and Berkshire are each in the chain of ownership of NICO, each of Berkshire and OBH
may be deemed presently to both beneficially own and have a pecuniary interest in all shares of BNSF
common stock presently owned by NICO. Wamren E. Buffett, as the controlling stockholder of Berkshire,
may be deemed presently to beneficially own, but only to the extent he has a pecuniary interest in, the
shares of BNSF common stock presently owned by NICO. Mr. Buffett disclaims beneficial ownership of the
reported securities except to the extent of his pecuniary interest therein,

{2} A report on Schedule 13G, dated February 11, 2008, by UBS AG, discloses that it had sole power-to vote
or direct the vote of 17,574,468 shares and the shared power to dispose or to direct the disposition of
20,629,008 shares, These shares are beneficially owned through the UBS Global Asset Management
business group of UBS AG, UBS Global Asset Management (Americas) Inc., UBS Global Asset Management
Trust Company, UBS Global Asset Management (Canada) Co., UBS Global Asset Management (Australia)
Ltd., UBS Global Asset Management (Hong Kong) Limited, UBS {Trust & Banking) Limited, UBS Global
Asset Management (Japan) Ltd., UBS Global Asset Management (Singapore) Ltd., UBS Global Asset
Management (Taiwan) Ltd., UBS Global Asset Management (France) SA, UBS Global Asset Management
(Deutschland) GmbH, UBS Global Asset Management (Italia) SIM SpA, UBS Espana S.A., UBS Global Asset
Management (UK) Ltd. and UBS Global Asset Management Life Limited.

Transactions with the Company. The only transactions since the beginning of 2007 between the Company
and its subsidiaries and holders of 5% or more of its stock of which the Company is aware are as follows:

UBS Global Asset Management is a subsidiary of UBS AG. UBS Realty Investors LLC, a subsidiary of UBS Global
Asset Management, manages a portion of the pension plan assets in the Burington Northern Santa Fe Master
Retirement Plan. During 2007, the Company paid approximately $917,000 for these services. In addition, UBS
Global Asset Management (Canada) Co. manages the Canadian pension plan assets of the Company. During 2007,
the Company pald approximately $32,000 in Canadian Dollars for these services.

Nebets Inc. is a subsidiary of Berkshire Hathaway Inc. In 2007, we paid Netlets approximately $1,221,000 for
aircraft operating costs, flight specific diract eperating costs and other fees incurred in connection with our
fractional share ownership of a Netlets aircraft. We also paid Executive Jet Management, Inc., a subsidiary of
NetJets, approximately $3,518,000 for aircraft operations management services. MidAmerican Energy Company is
also a subsidiary of Berkshire Hathaway. In 2007, we paid MidAmerican approximately $3,154,000 for natural gas
and electricity. We provide transportation services to certain subsidiaries of Berkshire Hathaway Inc., including
Acme Brick Company, Johns Manville Corporation and PacificCorp. In 2007, we earned revenues of approximately
$127,000, $1,880,000, and $18,917,000, respectively, for transportation services provided to these compantes. In
2007, Burington Northern Santa Fe Insurance Company, Ltd., a whoily owned subsidiary of BNSF, entered into
insurance transactions with Berkshire Hathaway International Insurance Limited, a subsidiary of Berkshire
Hathaway Inc., totaling $2,175,000. All of these relationships were in place prior to Berkshire Hathaway's
acquisition of BNSF common stock. Also, all of these relationships were in the ordinary course of business and
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below a specified threshold, and therefore within a category of transactions determined by the Board not to have
potential for improper benefit to a related person under our related person transaction policy described on page 7
of this proxy statement.

Ownership of Management

The following table shows, as of February 28, 2008, the number of shares of Company comman stock beneficially
owned by Directors, the executive officers named in the Summary Compensation Table and all Directors and
executive officers of the Company as a group, with sole voting and investment power unless otherwise indicated.
No individual Director or executive officer owned more than one percent of the outstanding common stock as of
that date. Directors and executive officers as a group owned approximately 0.8% of outstanding shares.

Name of Beneficial Owner Position ' Ownership
Alan L, Boeckmann (1) Director 11,775
Donald G. Cook (1) Director 6,704
Vilma S. Martinez (1)(2) Director 14,341
Marc F. Racicot (1) Director 10,500
Roy S. Roberts (1) Director 16,045
Matthew K. Rose (3) Chairman, President and CEO, Director 1,670,801
Marc ). Shapiro (1) Director 35,551
J.C. Watts, Jr. (1) Director 11,197
Robert H. West (1) Director 15,121
J. Steven Whister (1)(4) Director 16,334
Edward £. Whitacre, Jr. (1) Director 20,164
Thomas N. Hund (3) Executive Vice President and Chief Financial Officer 610,007
Carl R. Ice (3) Executive Vice President and Chief Operations Officer 254,303
John P. Lanigan, Jr. (3) Executive Vice President and Chief Marketing Officer 125,923
Roger Nober (3) Executive Vice President Law and Secretary 12,834
Directors and Executive Officers as a 2,883,856

Group {16 persons) (1)}2)(3)(4)

(1) The amounts reported include shares of restricted stock and RSUs issued under the Non-Employee Directors’
Stock Plan as follows: each of Messrs. Boeckmann, Racicot, Roberts, Shapiro, Watts, West, Whister, Whitacre
and Ms. Martinez—10,500; Mr. Cook—6,684; and all non-employee Directors as a group—101,184 .

The amounts reported indude shares which may be acquired through presently exercisable stock optiens and
stock options which will become exercisable within 60 days of February 28, 2008, under the Non-Employee
Directors’ Stock Plan (or a predecessor plan) as follows: Mr. Shapiro—18,000; and all nan-employee Directors
as a group—-18,000.

In addition to the shares reported, certain Directors held phantom stock units payable in cash under the
Deferred Compensation Plan for Directors, as follows: Mr. Cook—146; Mr. Whitacre—1,232;

Mr. Whisler—11,598; and all non-employee Directors as a group—12,976.

(2) Includes 473 shares that Ms. Martinez holds through a retirement plan.

(3) The amounts reported include shares of restricted stock and RSUs held by executive officers as follows:
Mr. Rose—18B2,763; Mr. Hund—27,047; Mr. Ice—30,550; Mr. Lanigan—20,711; Mr. Nober—5,000; and all
executive officers as a group—273,538, and also include RSUs payable in stock held by executive officers
pursuant to the Burlington Northern Santa Fe Senior Management Stock Deferal Plan as follows:

Mr. Rose—114,213; Mr. Hund—14,147; and all executive officers as a group—133,527.

The amounts reported include shares which may be acquired through presently exercisable stock options and
stock options which will become exercisable within 60 days of February 28, 2008, as follows:
Mr. Rose—1,292,513; Mr. Hund—395,217; Mr. Ice—162,541; Mr. Lanigan—64,068; Mr, Nober—7,834; and all
executive officers as a group—1,937,481.
The amounts reported include share equivalents credited under the Investment and Retirement Plan, a 401(k)
plan, as follows: 1,457 for Mr. Rose; and 4,686 for all executive officers as a group.

(4) Inciudes 4,994 shares in which Mr. Whisler shares voting and investment power as co-trustee and co-
beneficiary of a family revocable trust.
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COMPENSATION DISCUSSION AND ANALYSIS

This Compensation Discussion and Analysis explains the material elements of the compensation of our named
executive officers. Our named executive officers are Matthew K. Rose, our Chairman, President and CEQ; Thomas
N. Hund, our Executive Vice President and Chief Financial Officer; Carl R. Ice, our Executive Vice President and
Chief Operations Officer; John P. Lanigan, our Executive Vice President and Chief Marketing Officer; and Roger
Nober, our Executive Vice President Law and Secretary.

What are the objectives and principles of our named executive officers' compensation?

Our vision for the Company is to realize the tremendous potential of the Company by providing transportation
services that consistently meet our customers’ expectations, while maximizing the value of the Company for our
shareholders. Our named executive officers’ compensation is designed to focus on specific annual and long-term
objectives that we believe will help the Company realize its vision. The following description explains the
objectives of our named executive officers’ compensation:

.. Achieving Strong Performance: Qur goal is to achieve strong annual and long-term business
_ performance that will maximize the long-term value of the Company. To that end, we emphasize
performance-based compensation that provides greater rewards for stronger performance. We
consider the Company to have performed well if, in addition to producing strong financial
returns, we excel in the areas of customer service and safety.

. Afignment with Shareholders: We seek to align the interests of the named executive officers with
those of our shareholders by rewarding the named éxecutive officers for long-term growth in the
value of the Company's stock and by encouraging them to hold significant amounts of our equity.

. Alignment of Executive Goals and Workforce Goals: We seek to align the goals of the named
executive officers with those of our approximately 5,800 salaried employees and approximately
9,000 of our unionized employees by using the same framework for compensation and
performance measures for all groups.

. Altracting and Retaining Valuable Employees: We believe that the compensation for our named
executive officers should enable us to compete for first-rate executive talent with companies in
other industries, as well as other railroads, and to retain named executive officers for a
significant period after we hire them.

What are the components of our named executive officers’ compensation and how do they reflect
the objectives and principles described above?

The components of our named executive officers’ compensation are base salaries, annual cash incentive
compensation, long-term equity incentive compensation, executive stock ownershig guldelines, retirement and
deferred compensation programs, health benefits, perquisites and change in control and severance policies.

In this Compensation Discussion and Analysis, we will first address a few of the significant changes we have
made to the components of our named executive officers’ compensation to reflect both the objectives and
principles described above and prevalent compensation practices. Then we will provide more detail about the
various components and explain their roles In implementing the objectives and principles.

What changes have recently been made to the Company's compensation practices?

Over the past several years, there have been many changes in prevalent practices in executive compensation. On
at least an annual basis, we review our compensation practices in light of prevalent practices. For example, in July
2007, the Company's management, Hewitt Associates, LLC {Hewitt) and Towers Perrin conducted a study of
prevalent compensation practices of Fortune 100 and 200 companies. Based on our reviews, we make changes to
our compensation practices when we belteve that such changes would be consistent with our goals of rewarding
performance and retaining talented employees. The following is @ summary of some of the compensation changes
that the Company has implemented in recent years. These changes are described in more detail on pages 34-35.
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« Effective in 2008, we have capped bonuses payable under our annual incentive compensation plan,
and we have Increased the award payable at the threshold level of performance under the plan.

« In 2007, we Increased the proportion of performance-based equity awards that we grant, In contrast
to awards that vest based solely on time. Beginning in 2008, the vesting of our performance-based
equity awards will depend on the Company’s performance over a three-year period, rather than only
in the third year after grant of the awards, as was the case previously.

« In 2005, we ceased granting stock options with a reload feature and we terminated a program
pursuant to which senior managers were permitted to exchange a portion of their base salaries for
stock options.

» In 2005, we ceased allowing deferrals of restricted stock aw'rards and gains from the exercise of
stock options,

« Effective January 1, 2008, we ceased providing financial counseling and annua! medical examination
benefits to our named executive officers,

e Effective December 31, 2007, we modified the change in contro! agreements for the named
executive officers to reduce the amount of cash severance payments payable and add a cutback
feature to the excise tax gross-up provision,

« In 2006, we modified our equity awards to provide for “double trigger,” rather than “single trigger,”
vesting in the event of a change in contral.

« 1n 2008, we implemented a “clawback policy” pursuant to which the Board may recoup the
compensation of certain employees in certain circumstances if our financial statements are restated.

« Beginning in 2009, the total compensation of our CEO will be determined by the independent
Directors of the Board, and total compensation of the other named executive officers will be
determined by the Compensation Committee.

Do we use market survey data in establishing base salaries and target incentive opportunities?

Yes. To further our objective of attracting and retaining valuable employees, we use general industry and railrpad
industry survey data provided by compensation consultants. For purposes of setting 2007 compensation, this data
was provided by three compensation consulting firms, Hewitt, Towers Perrin and the Hay Group. The consultants
provide us with information about the compensation practices of a group of companies that are in a cross section
of industries, excluding the financial services sector, that have revenues comparable to the Company's revenues.
Other companies are considered to be comparable if their revenues are between $10 and $18 billion. Our
revenues in 2007 were $15.8 billion. Our comparator group does not primarily consist of transportation companies
because we compete for executive talent with a variety of industries. We do, however, review and take into
account compensation information reported by other major railroads in their proxy disclosures.

The information provided to us by our consultants regarding our comparator group consists of statistics regarding
the group as a whole, rather than information on a company-by-company basis. This methodology is used in
order to inform us about prevalent compensation practices at other companies without allowing us to sefect
particular companies or industries to which to compare our compensation, which might produce an
unrepresentative result.
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The following is a fist of the companies that were included in the comparator group that we used in establishing
2007 compensation for the named executive officers:

7-Eleven, Inc. FirstEnergy Corp. PPG Industries, Inc.
Accenture Ltd. Fiuor Comoration Progress Energy, Inc.
The AES Corporation FPL Group, Inc. Public Service Enterprise Geoup Incorporated
American Electric Power Company, Inc. Freightliner LLC Pulte Homes, Tnc.
AmgenInc. The Gap, Inc. Qwest Communications Internationat Inc.,
Anheuser-Busch Companles, Inc. General Mills, Inc, - Schiumberger Limited
Apple Inc, [ltinois Too! Works Inc. &mpra Energv
ARAMARK Corp. Ingersoll-Rand Company Limited Solectron Corporation (acquired by Flextronics
Asrow Electronics, fnc. Kellogg Company Internationa! Ltd. in October 2007)
AstraZeneca PLC Kirnberty-Clark Corporation The Southern Company
Avnet, Inc. Kohl's Corporation Staples, inc
BASF Corposation Lear Corporatior Sun Microsystems, Inc.
CBS Corporation Lenovo Group Limited T '
esoro Corporation
CHS fnc. Loews Corporation Texas Instruments Incorporated *
Coigate-Paimolive Company LVMH Louls Vuitton Moet Hennessy, 5., Toton e o
ConAgra Foods, Inc. Marriott International, Inc, .
Consolidated Edison, Inc. Mars, Incorporated Time Womer Cable Inc.
Constellation Energy Group, Inc. Masco Corporation TXU Corp. (now known as Energy Future
Devon Energy Corporation Medtronlc, Inc. Holdings Corp.)
Duke Energy Corporation Natinnal City Corporation Union Pacific Railroad Company
Eastman Xodak Company Nestle SA United Alr Lines, Inc.
Eaton Corporation Nike, Inc, United Services Automobile Assodiation
Edison Intemnational Norte! Networks Corporation Unites States Stee! Corporation
ER Lilly and Company Northwest Alriines Corporation Visteon Corporation
Emerson Electric Co. Qceidental Petroleum Corporation Waste Management, Inc.
Entergy Corporation ONEQK, Inc. Whirlpoot Corporation
Exelon Corporation PACCAR Inc. The Williams Companies, Inc.
First Data Corporation PG&E Corporation Xerox Corporation

We generally establish base salaries, annual cash incentive opportunities and long-term equity incentive
opportunities at levels such that, if our performance goals are met at target levels, total direct compensation for
each named executive officer—base salary, anhual cash incentive compensation plus long-term equity incentive
compensation—would approximate the 60th percentile of the total direct compensation for comparable positions
in our comparator group. We target the 60th percentile to better align our compensation with the compensation
provided by our direct railroad competitors, which provide somewhat higher total compensation than the
companies In our comparator group. In addition, the mix of our compensation, like that of our direct rilroad
competitors, is somewhat lower in base salary and somewhat higher in equity than the comparator group.

Furthermore, while the practice of some companles in the comparator group is to grant a portion of equity-based
awards that provide value regardless of stock price appreciation or performance (i.e., time-based only awards), all
the annual awards the Company granted in 2007 will provide value only If our stock price increases or certain
performance targets are met. Because our higher proportion of equity and of performance-based awards results
in more compensation being at risk, we think it is reasonable to target a higher percentile overall.

While we use market survey data as a quide in establishing compensation, we consider other factors as well, as
described In this Compensation Discussion and Analysis. Therefore, the actual targeted total direct compensation
for any individual named executive officer may deviate from the 60th percentile level of our comparator group.
The targeted 2007 tota! direct compensation of each named executive officer was between 100% and 106% of
the total direct compensation paid to individuals in comparable positions at companies in the 60th percentile of
our comparator group. Despite the difference in compensation between the CEO and the other named executive
officers, and the difference in procedures for establishing thelr compensation, the compensation of all the named
executive officers reflects the same components and Is set based on the same-policies.

How are base salarles determined?

The Compensation Committee generally reviews and adjusts base salaries each year. In setting base salaries, the
Compensation Committee considers the prior year’s base salaries, relativity in pay among executive officers and
job responsibilities, as well as market survey data as described above. In 2007, the CEQ’s base salary was
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increased by 3.2% and the base salaries of the other named executive officers (other than Mr. Nober, who was
hired in 2007) were increased by 3.5%. These increases were determined primarily based on increases among
companies in our comparator group and were consistent with company-wide increases in base salaries. Mr. Nober’s
initial base salary, as well as his Initial target annual incentive compensation level, was set based on market
survey data for executives in similar positions in our comparator group.

How is annual incentive compensation generally determined?

The Company’s annual cash incentive program, the Incentive Compensation Plan, is designed to motivate
executives and to reward them for achievement of certain annual financial and operational performance
objectives. We designed the plan so that the annual incentive awards granted under it would qualify as
performance-based compensation and therefore be tax-deductible by the Company under Section 162(m) of the
Internal Revenue Code. The Incentive Compensation Plan establishes the maximum bonus amount payable to
each participant for the year, based on the achievement of an initial performance goal. If the Initial performance
goal is achieved, the Compensation Committee then has the discretion to reduce the bonus amounts payable
based on the achievement of other performance goals, described below,

In setting target cash awards under the Incentive Compensation Plan, the Compensation Committee considers, in
addition to market survey data, relativity in incentive cash awards among executive officers and job
responsibilities and the pricr year’s target cash awards. Since actual Incentive Compensation Plan payouts vary
with Company performance, prior years’ actual Incentive Compensation Plan payouts are not used as a factor in
establishing target payment levels for the current year.

In 2007, the target annual incentive compensation levels of the named executive officers (other than Mr. Nober,
who was hired in 2007) were increased by 3% over the target annual Incentive compensation levels for 2006.
These increases were determined primarily based on increases among companies in our comparator group and
were consistent with increases in target annual incentive compensation for our other salaried employees. The
2007 target annual incentive compensation levels for the named executive officers were as follows: Mr. Rose,
$1,388,000; Mr. Hund, $410,000; Mr. Ice, $452,000; Mr. Lanigan, $436,000; and Mr. Nober, $275,000.

The maximum payout amounts under the Incentive Compensation Plan for 2007 were $3,500,000 for Mr. Rose
and $2,000,000 for each other named executive officer. These maximums were chosen because they were
approximately equal to the payout amounts that corresponded to the highest level of achievement of the other
performance goals considered by the Compensation Committee that could have realistically been attained.

What were the performance measures used for the Incentive Compensation Plan in 20077 Why
were they chosen? )

The initial performance measure that determined whether any payments would be made to the named executive
officers under the Incentive Compensation Plan for 2007 was net cash provided by the Company’s operating
activities, This measure was chosen because it is indicative of our abliity to provide value to our shareholders
through dividends and share repurchases, to reinvest in our business and to meet our ongoing debt service
obligations. The goal for net cash provided by our operating activities was set at $2.0 billion, which represents a
basic threshold of the Company’s finandal health required to meet our long-term obligations to shareholders,
customers and creditors.

Since the net cash goal for 2007 was met, the Compensation Committee then determ'ined actual payouts for the
named executive officers based on the Company’s performance against three other measures: eamings per share,
velocity and safety. We chose these measures because:

¢ Eamings per share (EPS) is one of the most significant measures of the Company's performance
from the viewpolnt of our shareholders. Certain unusual and significant transactions, both positive
and negative, may be excluded from EPS. In 2007, incentive compensation payouts for our
employees other than the named executlve officers were adjusted upward from the amounts
otherwise payable to better reflect EPS adjusted for certain items not deemed under their control.
Such adjustments were not taken into consideration in calculating EPS for purposes of determining
named executive officer payments for 2007.
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» Velocity measures how efficiently the Company utilizes its assets. We used velocity as a measure
because the higher our velocity, thg more efficlently we can operate and therefore provide reliable
service to our customers. Velodty is composed of six different components, which we explain below,

+ The safety measures demonstrate our concern for employee and community well-being, noting that
our operations involve certain inherent dangers. We belleve that by focusing on safety goals, we can
reduce Injuries among cur customers and employees, Safety is measured based on the frequency
and severity of personal injuries to our employees and the amount of work hours lost due to
injuries, which is a standard used by the Federal Railrgad Administration.

The use of the above measures furthers our objective of aligning executive and workforce goals, since the same
general framework is used to determine incentive payouts for our other salaried employees and approximately
9,000 of our unionized employees, as well as the performance-based match to our qualified defined contribution
plan {which covers all our salaried employees).

How were the threshold, target and maximum levels for the performance measures for the 2007
Incentive Compensation Plan chosen?

Each geal, and each component of the goals with multiple components, |s assigned a weighting that determines
the impact of the goal on the targeted total payment amount. Each goal has a specific threshold and target level
of performance, set at the beginning of each year. ’

Meeting the threshold level of performance for a goal component produces an award of 15% of the target
payment amount for that goal component, Threshold levels for 2007 were generally set at the actual results for
2006, as adjusted for unusual items and general market conditions, to create an incentive to at least maintain the
prior year's performance. Because the personal injuries component of the safety goal for 2006 was not satisfied at
the threshold level of performance, the 2007 threshold level for the personal injuries component was set at a
more challenging level than the 2006 achievement. In addition, the velocity components of agricultural and
merchandise car miles per day and intermodal container and trailer transit days were adjusted to exclude certain
unusual items that the Company did not anticipate to be recurring items.

Meeting the target level for a goal component produces an award of 100% of the target payment amount for that
goal component. Targets are generally set at levels of performance that represent our desired levels of
performance for the Company but that are also achievable, so that we ¢an retain, motivate and reward the broad
groups of employees subject to the goals. Targets for 2007 were set at levels that were 2-15% better than the
threshold levels. The percentage improvement to threshold that we chose in setting the target level for each goal
component was based on our desired degree of improvement in the component for 2007, and also took into
account aspects of the busingss environment that we thought might affect our ability to achieve the desired
degree of improvement,

Levels of performance corresponding to payment amounts other than threshold and target can be generally
derived by linear interpolation based on the threshold and target perfformance levels and corresponding payment
amounts, There was no maximum payment amount for the EPS goal in 2007 (other than the overall plan dollar
amount limitations described above). The velocity payment was capped at 200% of the target payment amount.
The safety goal could not produce a payment at more than 200% of the target payment amount unless the
threshold leve! for the EPS goal was met.

The Compensation Committee retains the discretion to make payments under the Incentive Compensation Plan
that are greater or less than the payments the EPS, velocity and safety results would produce, subject to the
overall plan maximums described above.
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What were the performance results for the 2007 Incentive Compensation Plan?

For 2007, the EPS goal was weighted at 55% of the targeted total payment amount, with a target of $5.68 and
actual achievement of $5.10.

The velocity goal for 2007 had an aggregate weighting of 30% of the targeted total payment amount, consisting
of a 5% weighting for each of six components. Each component was measured on a quarterly basis. Following is
a summary of the target and actual improvement for each of the components of velocity:

Quarterly Target Quarterly Actual |
Improvement or Improvement or
Range of Improvement  Range of Improvement
Component er Prior Year Over Prior Year
Locomotive average miles per day 2.6% 0% to 2.3%
Agricultural car average miles per day \ 0.9% to 4.9% . 0% to 11.3%
Merchandise car average miles per day 2.2% 0 6.7% ) 1.6% to 10.0%
Consistency of coal train sets meeting the coal service pian 3.0% 0% to 6.8%
Number of days transit for an intermodal container 0.6% to 2.3% 1.8% t0 9.0%
Number of days transit for an intermodal traiter 1.0% to 1.9% 0% to 5.8% '

The safety goal for 2007 had an aggregate weighting of 15% of the targeted total payment amount, consisting of
a 5% weighting for the personal injuries component and a 10% weighting for the lost and restricted time
component. Following is @ summary of the target and actual improvement for each of the components of safety:

Target Improvement Actual Improvement
Component er Prior Year Over Prior Year
Personal injuries 21.3% 0%
Lost and restricted time 8.9% 0%

Based on the performance resuits described above, payments to the named executive officers under the Incentive
Compensation Plan were made at 44% of the target levels for 2007. The dollar values of the payments made are
shown in the Summary Compensation Table. .

What types of long-term equity Incentive compensation do the named executive officers receive?

The Company provides a substantial portion of named executive officer compensation in the form of equity-based
_awards. Such awards serve to encourage our executives to create value for the Company over the long-term, I
which also afigns the interests of our named executive officers with the interests of our shareholders. The
Company's annual grants typically consist primarily of stock options, performance-based RSUs and performance
stock. (As explained below, prior to 2007, we regularly granted time-based RSUs as well.) An RSU represents the |
right to receive a share of Company common stock at the end of a vesting period if and to the extent that certain !
service requirements are met and, in the case of performance-based RSUs, predetermined performance goals are
achieved. Performance stock consists of additional shares of vested Company common stock that are delivered at
the end of a performance-based RSU's vesting period only if the Company’s achievement of the performance
goals for the performance-hased RSU exceeds the target performance level. i

For 2007, the Company aimed to approximate a long-term incentive value mix of 50% from stock options and |
S0% from performance-based RSUs (not induding performance stock), This mix is consistent with recent trends
in fong-term incentive compensation among Fortune 100 companies, as illustrated to us by studies done by Hewitt
ang Towers Perrin.

How do we determine the amount of long-term equity compensation to grant to the named
executive officers?

In determining the amount of long-term equity incentive compensation to grant, the Compensation Committee

generally considers, in addition to market survey data, retention goals, relativity among executives and job

responsibilities, and the value of prior years’ long-term equity incentive awards on the dates of grant of those :
awards. We also consider the appropriate balance between cash and equity compensation, based on the relative ,
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merits of cash and equity as a device for retaining and motivating named executive officers in light of the
practices of other companies in our comparator group. Since actual long-term incentive award gains are designed
to vary with Company performance, and so may eventually pay out at levels higher or lower than the target long-
term incentive award levels, prior years’ realized and unrealized incentive award gains are not used as a factor in
establishing target award levels for equity or other compensation components. In 2007, the amount of long-term
equity incentive compensation granted to our named executive officers was primarily set so that their targeted
total direct compensation (base salary, target annual bonus and target long-term equity incentive compensation)
was approximately equal to the total direct compensation paid to individuals in comparable positions at companies
in the 60th percentile of our comparator group.

Why do we grant stock options to the named executive officers?

Stock options granted as part of our annual equity grants have an exercise price equal to the fair market value of
the underlying stock on the date of grant and vest ratably over three years, thus providing value to the named
executive officers only if our share price increases after the grant date and the named executive officers remain
employed for a significant period of time. This serves to align their interests with our shareholders and helps us to
retain these officers.

How do we determine payouts of performance-based RSUs and performance stock?

Since 2004, the Compensation Committee has established “return on invested capital” {ROIC) as the performance
objective for performance-based RSUs and performance stock. ROIC is calculated by adding net income plus
after-tax adjustments for interest expense on debt and accounts receivables sold and an estimate of the interest
component of operating leases, and dividing the result by our average capitaiization. Average capitalization is the
average for the most recent preceding 13 month ends of equity, net debt, accounts receivable seld and the
present value of operating leases. ROIC has been chosen as a performance measure for executive compensation
because it measures our management’s ability to drive revenue improvement, growth, efficiency and prudent
capital spending.

Performance-based vesting of performance-based RSUs granted in 2007 and in prior years is determined in the
third year after the year the applicable RSUs were granted based on ROIC in the prior year, although the awards
do not time-vest until Aprii or May of the third year after their grant. In setting the goals for ROIC, the
Compensation Committee reviews the economic environment and considers any improvements the Company
expects to make.

For each year’s grant, a threshold, target and maximum goal for ROIC is set, At threshold performance or below,
none of the performance-based RSUs will performance-vest. At target performance, all of the performance-based
RSUs will performance-vest. To the extent that performance exceeds the target level, vested shares of
performance stock will be granted {subject to continued employment). If performance exceeds target for
performance-based RSUs granted in 2005 or 2006, performance stock will be granted in an amount up to a
maximum number of shares equal to the number of perfformance-based RSUs granted. If performance exceeds
target for performance-based RSUs granted in 2007, performance stock will be granted in an amount up to a
maximurn number of shares equal to one-half the number of performance-based RSUs granted..

For performance-based RSUs granted in 2005, 2006 and 2007, the threshold goal was set at a level that would
lead to a high probability of achievement, based on the Company’s performance, market conditions at the time of
setting the goal and anticipated changes. The target goal was set at a level that represents approximately a 10—
15% relative improvement in ROIC above the threshold geal, and the maximum goal was set at a leve) that
represents approximately an additional 10% relative improvement in ROIC above the target goal. The
improvement needed to meet the target goal requires significantly greater performance than required to meet the
threshold goal. The additional improvement needed to meet the maximum goal is more difficult to achieve than
the corresponding improvement required between threshold and target, and requires exceptional performance.
ROIC in 2007, which determined the number of performance-based RSUs granted in 2005 that performance-
vested, was higher than the target goal but less than the maximum goal. The shares that have performance-
vested (which include shares of performance stock} will time-vest in May 2008, subject to continued empioyment,
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When do we grant time-based restricted stock and R5Us to the named executive officers?

We occasionally grant time-based RSUs in speclal circumstances for the purpose of encouraging certain executives
to remain with the Company. Mr, Ice received a special retention grant of restricted shares in 2004 in
consideration for his significant contributions to the Company and based on our determination that he was
particularty marketable to other railroads and important to retain over the long-term. Messrs. Lanigan and Nober
received special hiring grants of restricted stock and RSUs, respectively, so that they would more quickly have a
stake in the Company’s performance and an incentive to remain employed.

what are our general practices regarding the granting of options and other equity-based awards?

The Company generally makes grants of equity-based compensation to our named executive officers and other
senior management on an annual basis. Since 2002, the effective date of the annual grants has been two days
after we announce eamings for the first fiscal quarter of the year. We use this date so that the public has time to
analyze our eamings data and the market price of our stock can reflect the most recently available financial
information. In addition, using a grant date after our annual meeting provides for consistency across years when
shareholder approval is required at an annual meeting for additional shares to be made available under our plans
or other significant plan amendments,

The Compensation Committee usually also grants equity-based awards in connection with the initial hiring of a
new named executive officer, in order to attract the named executive officer to the Company. The Compensation
Committee retains the discretion to grant additional equity-based awards to hamed executive officers for retention
purposes or otherwise,

All option awards made to our named executive officers, or any of our other employees or Directors, are made
pursuant to our 1999 Stock Incentive Plan, with an exercise price equal to the fair market value of our common
stock on the date of grant.

Do the named executive officers have stock ownership guidelines?

Yes. One of the key objectives of our executives’ compensation is alignment of our executives’ financial interests
with the long-term interests of our shareholders. We believe that this can best be achieved by ensuring that
executives are shareholders and have a significant financial interest in the Company. In 2007, the CEO was
expected to own and retain a minimum number of shares totaling in value to five times his base salary, and each
other named executive officer was expected to own and retain a minimum number of shares totaling in value to
three times his base salary. Each named executive officer has three years from his hire date into a position
subject to stock ownership guidelines to accumulate shares equal in value to each multiple of base salary required
to be held in shares, with prorated requirements applying each year. In addition to shares held outright by the
named executive officer or a dependent, shares that count towards stock ownership goals include those held in
the Company’s qualified defined contribution retirement plan, as well as time-based restricted stock and time-
based RSUs. Shares underlying options and unvested performance-based awards are not counted for this
purpose. The Compensation Committee reviews executive stock ownership program compliance annually, and all
named executive officers were in compliance as of December 31, 2007,

To complement our executive stock ownership guidelines, we have implemented an insider trading policy that, in
addition to preventing executives from trading Company shares based on inside information that they have
learned about the Company through their positions as executives, also prevents them from engaging in securities
transactions that would hedge against the risk of a dedline In the Company’s stock price.

What types of retirement and deferred compensation programs do we maintain?

We maintain several retirement plans for our employees, including the named executive officers. We provide
defined benefits under the Retirement Plan, a funded and tax-qualified defined benefit pension plan that provides
benefits to all our salaried employees, and the Supplemental Retirement Plan, a non-tax-qualified defined benefit
pension plan that provides benefits above the limits permitted by federal tax law for the Retirement Plan to
approximately 240 of our senior managers, The Compensation Committee befieves that these plans serve an
important role in the retention of the named executive officers, as the benefits earned under them are based
partly on number of years of service with the Company.
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We provide defined contribution retirement benefits through the Investment and Retirement Plan, our 401(k)
plan, a tax-qualified defined centribution plan that permits all our salaried employees, including the named
executive officers, to contribute a portion of their pay to the plan on a pre-tax basis, and the Supplemental
Investment and Retirement Plan, a non-tax-qualified defined contribution plan that provides benefits that cannot
be provided under cur 401(k) plan due to limits imposed by federal tax law to approximately 240 cf our senior
managers. The Company provides matching contributions under these plans, induding a performance-based
match based on the same measures used under the Incentive Compensation Plan. These plans encourage our
employees to save their cash compensation in a manner that is relatively tax efficient. In addition, they serve as a
retention tool because of the vesting requirement for matching contributions, and they further our performance
goals because of the performance match. As mentioned above, the performance match also helps us accomplish
our objective of aligning the named executive officers’ goals with the goals of our other employees, because it
enables all our salaried employees to benefit from years with strong Company performance.

The Company has entered into individual retirement benefit agreements with Messrs. Rose and Lanigan, which
will provide additional defined benefit retirement benefits to them. We provided Mr. Rose with his agreement
shortly after he became CEQ, because we viewed it as the most appropriate long-term retention vehicte for him at
that time, given his age and compensation level. We entered into such an agreement with Mr. Lanigan to
compensate him for pension benefits foregone by him when he left his previous employer.

Do we provide perquisites to the named executive officers?

The Company provides a very limited number of perguisites to our named executive officers. These arrangements
fulfill particular business purposes. During 2007, we provided financial counseling services to the named executive
officers to eliminate the personal distraction of financial planning so that they could focus their attention on the
Company’s business. This distraction could otherwise have been significant because of the many special legal
rules that apply to the financial activities of public company executives. During 2007, we also provided annual
medical examinations for our named executive officers to encourage physical fitness and early detection of
medical problems,

Mr. Rose is permitted to use aircraft owned or leased by the Company for personal travel. The Compensation
Committee believes that this use Is in the best interests of the Company for several reasons, including that it
permits Mr. Rose to minimize his travel time and thereby allows him to spend more time on Company business
and that it protects the confidentiality of his travel and the Company's business. In addition, when Mr. Rose or
other named executive officers travel on Company aircraft for business purposes, their family members may travel
to or from the same destination if there is also a business purpose for the family members’ travel. In cases where
the Company requires a named executive officer’s spouse or family member to attend a business function, the
Company makes a gross-up payment to the named executive officer to cover any personal income tax attributed
to the spouse or family member’s travel. To the extent that Mr, Rose and his family’s personal use of Company
aircraft results in taxable income to him, the Company does not provide any such gross-up payments.

Do named executive officers participate in a severance plan?

Yes. Named executive officers whose employment is involuntarily terminated by the Company for reasons other
than cause may be eligible to participate in the same severance plan as other salaried, non-union employees. We
believe that the severance plan promotes stability and retention among our salaried employees, incuding the
named executive officers, by ensuring them that they will have a temporary source of income in the event their
employment is terminated through no fault of their own. In 2006, we undertook a comparison of the benefits
payable under the severance plan relative to the benefits payable under severance plans of other Fortune

1000 companies and other railroads. As a result of that study, we set the benefits payable under the severance
plan at levels that would further our goal of employee stability and retention while considering market practices.
The severance benefits available under the plan were not taken into account in determining the other types of
compensation for our named executive officers, and the amounts of the other types of compensation provided did
not affect the levels of severance benefits we chose.
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Are the named executive officers parties to change in control agreements?

We have entered Into a change in control agreement with each named executive officer that provides for benefits
upon certain terminations of employment within 60 days prior to or up to 24 months following a change in control
of the Company. By providing an enhanced severance benefit for executives in the event of termination following
a change in contro, the change in control agreements enable the executives to focus on the best interests of our
shareholders during the critical time period surrounding a potential change In control, rather than on their own
future employment prospects and financial security, and serve to ensure that our most important executives wlll
not depart the Company when their continued services are essential. This effect is enhanced by the fact that the
payments under the change in control agreements are triggered not only upon an involuntary termination of
employment but also upon a voluntary termination following certain adverse changes that an acquirer could make
to the terms and conditions of a named executive officer's employment (a termination for “"good reason”). We
view these adverse changes as similar to an involuntary termination,

We chose the specific change in control events that trigger payments under the change in control agreements, as
well as the specific beneflt levels under the agreements, in order to be consistent with prevalent market practice.
These decisions were not taken into account in determining the other types of compensation for our named
executive officers, and the amounts of the other types of compensaticn provided did not impact the change in
control benefit levels we chose,

Do any of the other components of our named executive officers’ compensation provide benefits
upon a termination of employment or a change in controi?

Yes. Our long-term equity incentive awards contain vesting triggers tied to an involuntary temination of
employment without cause or a voluntary termination for good reason. They also contain vesting triggers tied to a
change in control of the Company. Equity awards granted in 2006 and thereafter provide for “double trigger”
vesting in the event of a change in control, which requires both a change in control and an involuntary
termination of employment without cause or a veluntary termination for good reason in order for awards to vest
in full. We have provided for this “double trigger” vesting with respect to a change in control primarily to promote
retention of our employees. Pursuant to the change in control agreements for the named executive officers,
however, equity awards will vest immediately upon a change in control if they are not replaced by “comparable”
compensation as determined by the Board. We have included change in control vesting features in our equity
incentive pians, as well as our change in control agreements, because equity-based awards are held by a broader
group of employees than the individuals who are parties to change In control agreements,

We also maintain a trust to protect our employees from certain adverse actions with respect to our benefit plans
and agreements that may be taken by an acquirer following a change in control,

What are the respective roles of the Compensation Committee, the Board, the named executive
officers and our compensation consultants in establishing named executive officer compensation?

The Compensation Committee, the Board, the CEQ and cur compensation consultants each play a significant role
in establishing and administering our executive compensation programs. As described above, compensation
consultants provide the Compensation Committee and the CEQ with market data about prevalent practices and
recommendations for competitive compensation programs, With respect to 2008, the Compensation Committee
has hired the consulting firm of Frederic W. Cook & Co., Inc. as its compensation consultant. For further
information about the Company’s and the Compensation Committee’s compensation consultants, please see
pages 11-12. The Compensation Committee then uses the information provided by the consultants to establish
the framework of our compensation programs. In particular, it was the Compensation Committee’s decision to
target the 60th percentile of our comparator group for total direct compensation. The Compensation Committee
also approves the annua! performance goals under our Incentive Compensation Plan, although in 2007 the Board
ratified the goals.
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Within the framework of the compensation programs approved by the Compensation Committee, and based in
part on the market survey data provided by our consuitants, each year the CEQ recommends the levels of base
salary increases for the other named executive officers, their target incentive Compensation Plan awards and
their long-term incentive grants. The CEQ also recommends any changes he thinks are necessary to the
Company’s compensation programs. To enable the CEO to make these recommendations, he generally attends
portions of Compensation Committee meetings.

In order for the CEQ’s recommendations regarding cash compensation for the other named executive officers to
be implemented, both the Compensation Committee and the Board must approve such recommendations. The
Compensation Committee makes the final decisions regarding equity-based compensation for the other named
executive officers, with input from the Board. In 2007, the Compensation Committee’s and the Board’s
compensation decisions were consistent with the CEO's recommendations.

The Compensation Committee recommends, and the independent Directors of the Board determine, the CEQ's
cash compensation, and the Compensation Committee determines his equity-based compensation, with input
from the Board.

None of the named executive officers plays a role in establishing his own compensation, although the Chief
Financial Officer assists the Compensation Committee in setting the performance goals for Incentive cash
compensation and performance-based equity awards, which impact a broad group of employees that includes the
named executive officers. The CEQ leaves the Compensation Committee and Board meetings when his own
compensation is being discussed.

How have our compensation practices changed in recent years?

As we described earlier, we have changed various companents of our executive compensation program to address
prevalent compensation practices. The following provides further detail about these changes.

Cash Incentive Compensation. Based on recommendations from a study done in July 2007 by the Company’s
management, Hewitt and Towers Perrin of prevalent compensation practices of Fortune 100 and Fortune

200 companies, payout amounts under the Incentive Compensation Plan will be capped at 200% of target levels
beginning in 2008. This cap would have led to maximum payouts of $2,776,000 for Mr. Rose, $820,000 for

Mr. Hund, $904,000 for Mr. Ice, $872,000 for Mr. Lanigan and $550,000 for Mr. Nober, based on 2007 target
levels. As of 2008, meeting the threshold leve! of performance for a goal component under the Incentive
Compensation Plan will produce an award of 25%, rather than 15%, of the target payment amount.

Equity Incentive Compensation. Until 2007, the Company made annual grants of time-based RSUs that vest
* over three years, subject to continued employment, in order to encourage retention. Unti! 2005, we also
maintalned an Incentive Bonus Stock Program, pursuant to which senior managers were permitted to elect to
receive restricted stock in exchange for all or a portion of their annua! incentive plan awards, Beginning in 2007,
we stopped granting time-based RSUs, except in special circumstances, as described above, and we discontinued
our Incentive Bonus Stock Program, We transitioned to performance-based RSUs and performance stock because
the length of service-based vesting component of performance-based RSUs and performance stock encourages
retention and the performance-based vesting component encourages a focus on our long-term financial goals.

We have recently terminated two compensation programs that related to stock options. Stock options granted to
the named executive officers prior to February 28, 2005, generally include a retoad feature designed to further the
Company’s stock ownership objectives, The Company has not granted any stock options with a reload feature
since that date. In addition, some named executive officers have been granted stock options under our Salary
F.xchande Option Program, pursuant to which certain senior managers were permitted to elect to exchange a
portion of their base salaries each year for a grant of nonquatified stock options. No new elections were permitted
under the program after February 28, 2005, and no exchanges will be permitted after 2007.

Beglnning in 2008, due to recommendations from the July 2007 study described above, the Company decided to
use three-year average ROIC, rather than third-year ROIC, as the performance goal for performance-based RSUs.
Three-year average ROIC reduces the Impact of unusual fluctuations in the third year.
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Beginning in 2008, we have decided to determine the fair market value of our commen stock for purposes of
setting the exercise price of stock options granted pursuant to cur 1999 Stock Incentive Plan based on the closing
price on the date of grant, rather than the mean between the high and low prices on the date of grant, which was
our previous method. We made this change because of recommendations made in the July 2007 study discussed
above.

Stock Ownership Guidelines. Prior to August 1, 2007, shares underlying unvested performance-based awards
were counted for purposes of our executive stock ownership guidelines. The Company decided to stop counting
shares underlying unvested performance-based awards because of recommendations from our compensation
consultants regarding prevalent market practices. However, the Company determined that because of the
combination of the transition away from granting annual time-based RSUs and the fact that performance-based
awards do not vest until three years after grant, excduding performance-based awards would create a competitive
disadvantage in recruiting and retaining executives. Therefore, the Company decided to deem executives to have
met their stock ownership goals if they have held all of the after-tax shares that they received from restricted
stock, RSUs and performance stock that vested after July 31, 2007, and from stock options that they exercised
after July 31, 2007, In order to further encourage stock ownership, this special rule only applies if executives have
paid the exercise price of stock options onty with cash-or previously acquired shares of stock.

Deferred Compensation. Our Senior Management Stock Deferral Plan previously allowed for the deferral of
restricted stock awards and gains from stock options that were exercised with previously acquired shares of
Company common stock. Due to recently imposed restrictions on deferred compensation under the Internal
Revenue Code, the Company amended the plan to prohibit future deferrals, effective December 31, 2004.

Perquisites, Effective January 1, 2008, based on trends among other companies to limit perquisites, we ceased
providing financial counseling and annual medical examination benefits to our named executive officers.

Change in Control Policies. We modified our change in control agreements for the named executive officers
effective December 31, 2007, based on current market practices and survey data provided by our compensation
consultants. We reduced the amount of cash severance payments from 2.99 times the sum of base salary and
target annual incentive opportunity to two times this sum, Executives will also be entitled to an additional 0.5
times the sum of base salary and target annual incentive opportunity in consideration for their agreeing to certain
non-competition and non-solicitation covenants for 12 months following their termination of employment. We also
added a cutback feature to our exclse tax gross-up provision, so that total payments will be reduced if 2 small
reduction would result in no excise tax, and therefore no gross-up, being payable.

Prior to 2006, our equity awards provided for “single trigger” vesting in the event of a change in control, but we
have modified our equity awards to provide for "double trigger” vesting, as described above.

Recoupment Policy. In 2008, the Board approved a policy allowing the Board to recoup any compensation paid
under our Incentive Compensation Plan and any performance-based RSUs from a leadership team member (i.e, a
vice president or above) where the performance compensation paid was predicated upon the achlevement of
certain financial results that were subsequently the subject of a material restatement, the person engaged in
misconduct that caused the need for the material restatement, and a lower payment or lower performance-based
equity award would have been made to the person based upon the restated financial results.

Approval of CEO Compensation. Beginning in 2009, the total compensation of our CEQ will be determined by
the independent Directors of the Board, and the totai compensation of the other named executive officers will be
determined by the Compensation Committee.
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Do we consider the tax impact of the compensation that we provide?

Section 162(m) of the Internal Revenue Code limits the tax deductibility by a company of compensation in excess
of $1 million paid to certain of its most highly compensated executive officers, However, performance-based
compensation that has been approved by shareholders 1s excluded from the $1 million limit if, among other
requirements, the compensation is payable only upon attainment of pre-established, objective performance goals.

While the tax impact of any compensation amrangement is one factor we consider, this impact is evaluated by the
Compensation Committee In light of the Company’s overall compensation philosophy and objectives. Qur 1999
Stock Incentive Plan permits the grant of certain stock awards that meet the requirements of Section 162(m) and,
hence, would be fully deductible. In addition, the Incentive Compensation Plan permits awards to meet the
requirements of Section 162(m). However, the Compensation Committee belleves there are circumstances in
which the Company’s and shareholders’ Interests may be best served by providing compensation that Is not fully
deductible ard that its ability to exercise discretion outwelghs the advantages of qualifying compensation under
Section 162(m).
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COMPENSATION AND DEVELOPMENT COMMITTEE REPORT ON 2007 EXECUTIVE COMPENSATION
This report is submitted by the Compensation and Development Committee of the Board of Directors.

The Compensation and Development Committee has reviewed the Compensation Discussion and Analysls
prepared by management and discussed it with management and, based on the review and discussion, has
recommended to the Board that it be included in this proxy statement. '

Compensation and Development Committee:
Roy S. Roberts, Chairman

Donald G. Cook

J.C. Watts, Jr.

Edward E. Whitacre, Jr.
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EXECUTIVE COMPENSATION

SUMMARY COMPENSATION TABLE

The following table summarizes thé compensation of each of our named executive officers for the fiscal years
ended December 31, 2006, and December 31, 2007.

Change in
Pens!orin%alue

N aﬂﬂliﬂeﬂ

onqua

Non-Equlity De‘;emed
Com|

Name and Stock Optan Incentive Plan pensation All Other
Principal Posltion  Year Salary(2) Awards{3) Awards{4) Compensation(5) Eamings(6) Compensation{7) Total

Matthew K. Rose 2007 $1,132,08] $4,412,382 $4,113,794 $ 610,720 $ 217,504 $ 86,676 $10,573,159
Chairman, 2006 $1,100,000 $5,895,455 $2,635,196 $2,196,751 $1,346,995 $192,356 $13,366,753
President and Chief
Executive Officer

Thomas N, Hund 2007 % 503,375 § 931,442 $1,042,007 $ 180,400 $ 21,469 4 37,168 $ 2,715,881
Executive Vice 2006 § 485,925 $1,181,193 $1,113,443 $ 648,740 $ 356,723 $ 67,248 $ 3,853,377
President and Chief
Financial Officer .

Carl R. Ice 2007 $ 552,742 § 970,120 $1,06B,821 $ 198,880 $ 0 $ 44,194 $ 2,834,757
Executive Vice 2006 $ 533,650 $1,234,055 $1,346,248 $ 715,570 $ 374,513 $ 68,966 $ 4,273,002
President and Chief
Operations Officer

John P. Lanigan, Jr. 2007 % 531,500 $1,295952 $ 642,807 $ 191,840 $ 0 $ 55,396 $ 2,717,495
Executive Vice 2006 § 513,125 $1,552,367 § 451,876 $ 689,490 $ 58,291 $ 63,558 $ 3,328,707
President and Chief
Marketing Officer

Roger Nober 2007 $ 400,000 $ 251,160 $ 123810 $ 121,000 $ - $165,591 $ 1,061,561
Executive Vice
President Law and
Secretary{1)

{1) Mr. Nober was hired on January 1, 2007, and did not participate in the Retirement Plan or the Supplemental
Retirement Plan in 2007.

{2) Under the Company's Salary Exchange Option Program, named executive officers were permitted to elect to

exchange a portion of their base salaries each year for stock options. No stock options were granted under
this program since 2005. Amounts of 2006 and 2007 salaries that were exchanged for stock options are
included in the Salary column. The values of the stock options obtained thereby are also included in the
Option Awards column, to the extent recognized as compensation cost in the relevant years.

(3) Amounts disclosed in the Stock Awards column relate to restricted stock, RSUs and performance stock
granted in 2007 and in prior years. The amounts disclosed represent the Company's 2006 and 2007
compensation cast recorded in the financial statements for stock awards in accordance with Statement of

Financial Accounting Standards No. 123 (revised 2004) (FAS 123R). These amounts do not correspond to the

actual value that will be received by the named executive officers. Compensation cost for stock awards is
recorded ratably over the vesting period using the grant-date fair value. In addition, compensation cost for

performance-based awards is evaluated at the end of each reporting period and may be adjusted for changes

in perfarmance. See footmote 14 of the Company's finandial statements included in the Company’s Annual
Report on Form 10-K for the assumptions made in determining FAS 123R values. Pursuant to Securities and
Exchange Commission rules, the amounts shown exclude the impact of estimated forfeitures related to
service-based vesting conditions. There were no forfeltures of stock awards during 2006 or 2007.

{4) Amounts disclosed in the Option Awards column relate to stock options granted in 2007 and in prior years.

The amounts disclosed represent the Company’s 2006 and 2007 compensation cost recorded in the financial

statements for option awards in accordance with FAS 123R. These amounts do not correspond to the actual

value that will be received by the named executive officers. Compensation cost for option awards is recorded

ratably over the vesting period using the grant-date fair value as determined by the Black-Scholes Option
Pricing model. See footnote 14 of the Company’s finandal statements included in the Company’s Annual
Report on Form 10-K for the assumptions made in determining FAS 123R values. Pursuant to Securities and
Exchange Commission rules, the amounts shown exclude the Impact of estimated forfeitures related to
service-based vesting conditions. There were no forfeitures of option awards during 2006 or 2007,

{5} Amounts disclosed in the Non-Equity Incentive Plan Compensation column represent the amounts eamed in

2006 or 2007, as applicable, pursuant to the annual Incentive Compensation Plan. Awards under the Incentive
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Compensaticn Plan are paid in the year following the year in which they are earned, but are included in the
Summary Compensation Table in the year in which they are earned.

(6) Amounts disclosed in the Change in Pension Value and Nongualified Deferred Compensation Earnings column
for 2006 and 2007 represent the aggregate increase in the actuarial present value of the accumulated
benefits under all the Company's defined benefit pension plans from the pension plan measurement date
used for financial statement reporting purposes with respect to the Company’s audited financial statements
for 2005 or 2006, respectively, to the pension plan measurement date used for financial statement reporting
purposes with respect to the Company’s audited financial statements for 2006 or 2007, respectively. For
Messrs. Ice and Lanigan, there were aggregate decreases of $17,844 and $21,587, respectively, due to

; discount rate changes, so $0 is shown In the column. For Mr. Rose, the amounts in the column also include

‘ : $166 of deferred compensation earnings for 2006 and $242 of deferred compensation earnings for 2007.
Earnings on deferrals of compensation pursuant to the Senior Management Stock Deferral Plan and the
Supplemental Investment and Retirement Plan are not “preferential” or “above-market” as defined by
Securities and Exchange Commission rules and thus are not included in this table, except for a sub-account
for Mr. Rose in the Supplemental Investment and Retirement Plan, which earned $166 above 120% of the
applicable 2006 long-term federal rate with compounding (as prescribed under Section 1274(d) of the Internal
Revenue Code) at 6.151% in 2006 and $242 above 120% of the applicable 2007 long-term federal rate with
compounding at 6.147% in 2007.

(7) The following table describes each compenent of the All Other Compensation column:
Company

Perquisites and Other Personal Benefits Contributions
Personal to
Annual and Defined
Financial Medical Famll Relocation Tax Contribution
Name Year Counsefing(a} Examination(b) Travel(c) Beneﬂls(d) I!eimburscments(e) Plans{f) Total

Matthew K. Rose 2007 $ 3,700 41,800 $ 7,873 $ 4,941 $ 68,362 $ 86,676
2006 $ 2,920 41,600 $27,069 $ 3,323 $157,294  $192,356
. Thomas N, Hund 2007 $ 8,300 $1,800 $ 1,416 $ 1,967 $ 23,705 ¢ 37,188
2006 $ 8,200 $1,800 $ 3,055 $ 2,091 $ 52,202 § 67,348
Carl R. Ice 2007 $ 9,500 $1,800 $ 1,403 $ 1,758 $ 29733 $ 44194
2006 $ 4,784 $ - $ 3,090 $ 2,201 $ 58,891 % 68,966
John P. Lanigan, Jr. 2007 $ 9,500 $1,800 $ 429 $ 2,268 $ 41,399 § 55,39
2006 $ 9,500 $1,800 $ 2,243 $ B15 - $49,200 ¢ 63,558
$ 13,650  $165,591

Roger Nober 2007 $13,620 $1,800 $ 3 4113707 $22,501

{a) In 2007, named executive officers were entitled to Company-provided financial counseling or
reimbursement for financial counseling of up to $9,500, A higher [imit applied to Mr. Nober since
he was 2 new employee. The Company has eliminated this benefit effective January 1, 2008.

(b) The aggregate incremental cost of Company-provided annual medical examinations was
determined based on the rates charged by the provider of the examinations. Effective January 1,
2008, we no longer provide annual medical examinations,

(€) The amounts in this column include the value of Mr. Rose and his family members' personal travel
on Company aircraft and the incremental value of the other named executive officers’ family
members’ travel on Company aircraft during business trips. The value of the use of Company-
owned or leased aircraft included in the table Is calculated based on the incremental operating

| costs to the Company, such as fue! costs, mileage, trip-related maintenance, universal weather-

| monitoring costs, on-board catering, Iandlng and ramp fees and other miscellanegus variable

. costs. Fixed costs that do not change based on usage, such as pilot salaries, any lease costs of

the Company aircraft and the cost of maintenance not related to trips, are excluded. Expenses for

spousal travel include additional incremental expenses associated with such travel that are paid or
reimbursed by the Company.

{d) The amount in this column was paid to Mr. Nober to compensate him for the expenses that he
incurred in relocating to Texas.

(e) The amounts in this column represent payments made to the named executive officers to cover any
taxes on their income attributed to their family members’ travel on corporate aircraft for business
purposes and their relocation benefits. To the extent that Mr. Rose and his family’s personal use of

| Company airaraft results in taxable income to him, the Company does not provide any such gross-up

| payments.

(F) The amounts in this column represent Company matching contributions to the Investment and
Retirement (401(k)) Plan and the Supplemental Investment and Retirement Pian.
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NARRATIVE DISCLOSURE TO SUMMARY COMPENSATION TABLE AND 2007 GRANTS OF
PLAN-BASED AWARDS TABLE

The following describes material features of the compensation disctosed in the Summary Compensation Table and
the 2007 Grants of Plan-Based Awards Table.

Incentive Compensation Plan. Both tables show awards under the Incentive Compensation Plan, which
provides annual performance-based cash awards. See the Compensation Discussion and Analysis for further
details on the Incentive Compensation Plan.

Stock Options. Stock options shown in the tables include regufar annual grants, which vest In three equal
instaliments on the FArst three anniversaries of the grant date, subject to continued employment, remaln
exercisable for ten years and have an exercise price equal to the mean between the high and low quoted sales
prices on the date of grant. They also include options granted pursuant to a reload feature of options granted in
prior years. Named executive officers who exercise options granted prior to February 28, 2005, using previously
acquired shares of the Company’s common stock, are entitled to a grant of new options for a number of shares
equal to the number of shares paid In the exercise. Reload options vest in full on the six-month anniversary of the
grant date, subject to continued employment, have an exercise price equal to the mean between the high and
low quoted sales prices on the date of grant, and expire under the terms of the original option grant. The
Summary Compensation Table also reflects options granted in previous years under the Salary Exchange Opticn
Program, as described in Footnote 2 to the Summary Compensation Table, and both tables reflect reload options
granted with respect to such Salary Exchange Option Program opticns.

Time-based Restricted Stock and RSUs. The Summary Compensation Table includes the values of regular
grants of time-based restricted shares and RSUs made in prior years that remain outstanding. The table also
includes restricted stock granted in exchange for non-equity incentive plan awards under our former Incentive
Bonus Stock Program. Both types of grants vest in full on the third anniversary of the grant date, subject to
continued employment, In addition, the Summary Compensation Table and the Grants of Plan-Based Awards
Table include certaln special grants of restricted stock and RSUs. Mr. Ice received a special retention grant of
16,000 time-based restricted shares on April 28, 2004, Mr. Lanigan received a special hiring grant of 25,000 time-
based restricted shares on January 15, 2003. Mr, Nober received a special hiring grant of 5,000 time-based RSUs
on January 2, 2007. All three grants vest in full on the fifth anniversary of their respective grant dates, subject to
continued employment.

Performance-based RSUs and Performance Stock. The equity incentive plan awards described in the tables
consist of performance-based RSUs and performance stock, as described in the Compensation Discussion and
Analysis. Shares underlying performance-based RSUs may not be voted, but holders of performance-based RSUS
have the right to receive a cash payment equivalent to regular dividends with respect to their performance-based
RSUs at such times and in such amounts as dividends are paid on the Company's common stock and, at the end
of the vesting period, a cash payment equivalent to any extraordinary dividends pald during the vesting period.
Shares of performance stock may not be voted untii the performance stock is delivered at the end of the
performance period, and holders of performance-based RSUs do not recelve cash payments equivalent to
dividends with respect to their rights to receive performance stock until the performance stock is delivered.
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2007 OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END TABLE
The table below provides information on the named executive officers’ outstanding equity awards as of
December 31, 2007.
Option Awards{1) Stock Awards(2)
' ‘ Equlty Encentive Plan
Awards
Number T Marketor
of Number of Payout
Shares Market Unearmed Value of
The e g
Muimber of Seaurites That Unitsol  Omer  Unltser
Options Option Stock Have Stock That Rights That Other Rights
Exercise on Award Not Have Not Not  That Have
Option Exercisable  Unexercisable Prica rathon  Grant Yested Vested Vestad Not Vested”
Name . Grant Date {" (%) {$/Share} Date Data (#N3) ($H4) {(&)s) [£3.(3]
Matthew K. Rose 4/25/2001 3,441 0 04 457011 U16/2005 113,568 9,452,265
4/25/2002 3,629 0 755 452012 S//A05 99,840 6,309,683
425000 241,30 0 D55 45012 ARTA06 W50 249,47 59,100 4918893
4724/2003 3,573 0 2157 4013 42672007 83950 7,403,309
424000 196,427 0 287 40
' 412012004 3,054 0 3272 48014
42972006 312,946 0 3271 4804
B304 10441 0 [03 Y1000
=4/8/2005 7,882 0 5262 12010
5122005 1,354 677 492 SpRoS
5/2/2005 143,846 nan 921 SPR0IS
*10/26/2005 24,09 0 5989 Y1200
412712006 415 830 80.17  4/2772016
42712006 54,652 109,303 80.17 427016
107302006 32,852 0 TIEL 5212009
42602007 0 156,200 BB77 47262017
5112007 10,415 ] 8735  S21{100
*5/1/2007 34335 0 8736 4/2572011
*1 24712007 0 1,135 8803 172072009
272007 0 80,251 88.03 42572011
Thormas N, Hund 112003 53,100 0 2620 2013 162005 33528 2,790,535
42412003 281 0 797 42472013 S/A005 17664 1470175
22003 41,703 0 V4 Y00 YT/W006 6000 439380 12,000 998,760
42912004 3,054 0 3272 4002014 4726/2007 : 19800 1,647,954
4/25/2004 44,746 .0 1272 428201
« 2,837 0 3525 /1272010
322004 78,704 0 535 1/12/2010
112005 30,600 30,600 748 YIS
. 572/2005 1,34 677 QN SIS
, 5/2/2005 24,180 12,089 402 522015
*1/26/2006 1,311 0 762t 4250011
v 1/26/2006 28,603 0 7620 42570t1
4{27/2006 415 830 B0.I7  4f27R015
42712006 10,252 20,503 80.47 4277016
*2120/2007 1,210 0 8255  4/2572012
32072007 1,2t 0 8255 42572012
Q02007 17812 0 8255  4/250012
) 426{2007 a 35200 8877  4/f2017
Carl R. loe 1000 1,067 g 3.3 4SR012 429/2004 16000 1,331,680
142000 2,133 0 L3 4572011 S/M2005 19,968 1661937
*12/13/2004 7Y ¢ 4595 42572011 4272006 6750 56803 13500 1,123,605
5242005 677 677 921 S[2A015 4f26/2007 3,00 1922613
522005 27,546 13923 49.21 5272015
*9/6/2005 8,722 ¢ S408  11/2013
. . *916/2005 37,890 0 S408 47252012
*3/6/2006 2,597 0 7866 11201
412712006 a5 830 80.07 42772016
4727/2006 11,919 .83 80.47 42772016
57172006 1,251 0 7988 412472013
*5/112006 18,953 0 WA 4402013
412602007 0 41,100 877 42602007
43072007 1,126 0 8369 4/29/2014
_ “4302007  20.788 0 8869  4/28/2014
John P Lanigan, Jr. 5/2/2005 1,354 677 4921 52015 4152003 25000 2,080,750
5/2/2005 26,380 13,189 4921 5SRO 2162005 37848 3,150,089
4127/ 2006 415 830 80.17 472772016 /22005 19,200 1,538,016
42712006 11,282 22,503 BO.I7 4272016 2/I6/2006 6461 537,749
4/26/2007 0 19,000 8377 426/2017 42206 6750 561803 13500 1,123,605
_ 42602007 21500 182,737
Roger Nober 42672007 0 23,500 88.77 472672017 122007 5000 416,150
. . 4126/2007 13,200 1,098,836




(1) Each of the options shown in the table, other than reload options (which are marked with an asterisk), vests
in three equal instaliments on the first three anniversaries of the grant date, subject to continued
employment. Reload options vest in full on the six-month anniversary of the grant date, subject to continued
employment.

(2) Each of the time-based restricted stock and RSU awards shown in the table vests in full on the third
anniversary of the grant date, subject to continued employment, except that the awards granted to Mr. Ice on
April 29, 2004, Mr. Lanigan on January 15, 2003, and Mr. Nober on January 2, 2007, vest in full on the fifth
anniversary of their respective grant dates, subject to continued employment, Each of the performance-based
RSU awards shown in the table vests in full on the third anniversary of the grant date, subject to continued
employment and achievement of the applicable performance goals.

(3) In addition to awards that were initially granted as time-based restricted stock and time-based RSUs, this
column also includes awards initially granted as performance-based RSUs that have become time-based RSUs
because they are no longer subject to a performance condition, and performance stock that is no longer
subject to a performance condition. Although these awards will not time-vest unti! May 2008, the applicable
performance conditions were determined to be satisfied in January 2008 based on 2007 ROIC. The numbers
of shares listed in the table with respect to these awards are the actual numbers that will be paid to the
named executive officers in 2008 (assuming they remain employed untll the vesting date).

{4) This column represents the market value of the restricted shares, RSUs and performance stock disclosed in
the previous column based on the closing price of the Company’s common stock on December 31, 2007,
which was $83.23.

(5) This column represents performance-based RSUs and performance stock that will vest if and to the extent
predetermined performance objectives tied to ROIC are achieved. The amounts disclosed represent the
maximum amounts of RSUs and performance stock that will vest for each named executive officer.

(6) This column represents the market value of the performance-based RSUs disclosed in the previous column,
based on the dosing price of the Company’'s common stock on December 31, 2007, which was $83.23.

2007 OPTION EXERCISES AND STOCK VESTED TABLE

The table below sets forth certain information conceming stock option exercises during the 2007 fiscal year and
restricted stock, RSU and performance stock vesting during the 2007 fiscal year for each named executive officer.

Option Awards Stock Awards
Number of Number of Value
Shares Value Realized Shares Realized
Acquired on Acquired on  on Vesting

Name on Exercise (#) Exercise ($){(1) Vesting (#) {$)(2)
Matthew K. Rose 375,906 $21,930,221 146,293 $12,763,222
Thomas N. Hund 198,432 $ 9,251,231 32,348 $ 2,780,924
Carl R. Ice ) 119,720 $ 5,324,758 31,675 $ 2,753,587
John P. Lanigan, Jr. _ 18,800 _ $ 1,076,862 29,663 $ 2,580,392
Roger Nober o ) - i o - -

(1) The values in this column were calculated by muitiplying the number of shares underlying each stock option
by the difference between (a) the exercise price of the option and (b)(i) with respect to options the exercise
price for which was paid in cash or previously acquired shares of stock, the average of the high and low
prices of a share of the Company’s common stock on the date of exercise and (i) with respect to options
exercised by broker-assisted cashless exercise, the price per share paid by the buyer in the broker's sale. The
values reported are hefore payment of any applicable withholding tax and broker commissions.

(2) The values in this column were calculated by-multiplying the number of shares acquired on vesting by the
average of the high and low prices of a share of the Company’s common stock on the vesting date. The
values reported are before payment of any applicable withholding tax and broker commissions.
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' 2007 PENSION BENEFITS
. The table below sets forth certain information on the pension benefits, as of September 30, 2007, for the named

executive officers.
Number of Years Prasent Value of Accumulated
Name Plan Name Credited Service (#) Benefit ($)(5)(6)

Matthew K. Rose  Retiremnent Plan(1) 15 $ 146,452
Supplemental Retirement Plan (2)(3) 15 $6,469,157

Total : $6,615,609

Thomas N, Hund  Retirement Plan(1) 25 $ 412,116
Supplemental Retirement Plan{2) 25 $2,201,983

Total $2,614,099

Carl R, Ice Retirement Plan{1) 29 $ 374,258
Supplemental Retirement Plan(2) 29 $2,388,662

Total $2,762,920

John P. Lanigan, Jr.  Retirement Plan(1) 5 $ 51,566
Supplemental Retirement Plan(2)(4) 5 $ 721,302

Total $ 772,868

Roger Nober(7) Retirement Plan(1) - -
Supplemental Retirement Plan(2) - -
Total -

(1) An employee begins participating in the Retirement Plan after one year of service in a salaried position, with
60 months of service required in order to receive a benefit. All the participating named executive officers are
vested in their benefits under the Retirement Plan. Normal retirement eligibifity is at age 65. Early retirement
eligibility is at age 55 with at least ten years of service. Benefits are reduced for early retirement, but an
employee is eligible for unreduced benefits at age 62 If the employee would have eamed at least 30 years of
credited service by that age. The early retirement benefit reduction is 1/180th for each month between age 60
and the date unreduced benefits could be paid, and 1/360th for each month between ages 55 and 60, Benefit
payments will commence at retirement. The form of benefit payment under the plan will be elected by each
employee upon retirement. The forms of benefit payment include a basic life annuity, a life annuity with ten
years of payment guaranteed and various survivor annuities, The plan provides an annual benefit accrual
determined pursuant to the following formula: (a) the sum of {i} 0.3% of compensation (generally, salary
plus Incentive Compensation Plan awards, determined on a monthly basis) up to the Sociat Security pay level,
(i} 0.8% of compensation greater than the Social Security pay level and less than the Railroad Retirement
pay level and (iif) 1.4% of compensation greater than the Railroad Retirement pay level, multiplied by
(b) years of credited service. The Social Security pay level Is defined as the 35-year average of the Social
Security taxable wage base, and the Railroad Retirement pay level is defined as the five-year average of the
Railroad Retirement Tier I1 taxable wage base. Compensation taken into account and benefits payable under
the Retirement Plan are subject to the limitations imposed on qualified plans under the Internal Revenue
Code.

(2) The Supplemental Retirement Plan provides benefits above the limits permitted by federal tax law for the
' Retirement Plan, so that the total of the benefits provided by the two retirement plans is equal to the benefits
that would be provided by the Retirement Plan if no tax limits were applied and certain compensation not
counted as compensation for purposes of the Retirement Plan were counted. Participants will vest in their
benefits under the Supplemental Retirement Plan at the same time as they vest in their Retirement Plan
benefits. All the participating named executive officers are vested in their benefits under the Supplemental
Retirement Plan. Benefit payments will commence upon retirement. The following distribution forms are
currently in place for the named executive officers: Messrs, Rose and Lanigan, lump-sum payments, and
Messrs. Hund and Tce, monthly instaliment payments over five years. In 2008, however, participants in the
Supplemental Retirement Plan, induding the named executive officers, will have the opportunity to change
their distribution elections.

(3) The value shown for Mr. Rose in this row reflects both Mr. Rose's regular Supplemental Retirement Plan
benefit and his retirement benefit agreement benefit. The agreement provides an additional benefit based on
‘ the following benefit formula: the sum of (a) 2.2% of compensation (generally defined as in the
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Supplemental Retirement Plan) for each of the first 14 years of service, (b} 2.5% of compensation for each of
the next three years of service, (c) 3.0% of compensation for each of the next three years of service and

{d) 3.5% of compensation for each of the next four years of service, subject to a maximum benefit of 61.3%
of compensation, which will be achieved after 24 years of service, The benefit is offset by benefits payable
under the Retirement Plan, the regular Supplemental Retirement Plan formula and Railroad Retirement
benefits. The resulting incremental benefit will be paid entirely from the Supplemental Retirement Plan in the
same form and at the same time as regular benefits are provided under that plan. The provisions of the
Retirement Plan with respect to early retirement will apply to Mr. Rose’s benefits under the retirement benefit
agreement, but for purposes of the early retirement reduction, Mr. Rose will be treated as if he would have
completed 30 years of credited service on his 62nd birthday. Mr. Rose is vested in the additional benefits
provided under his retirement benefit agreement, but he will forfeit them if his employment is terminated by
the Company for cause.

(4) The value shown for Mr. Lanigan In this row reflects both Mr. Lanigan’s regular Supplemental Retirement Plan

benefit and an additional five years of ¢redited service for purposes of computing his Retirement Plan benefit
provided under his retirement benefit agreement. The resulting incremental benefit will be paid entirely from
the Supplemental Retirement Plan. For purposes of the retirement benefit agreement, Mr. Lanigan will be
eligible for early retirement at any time he has both attained age 55 and completed at least ten years of
service, Mr. Lanigan vested in the additional benefits provided under his retirement benefit agreement on
January 13, 2008, but will forfeit them if his employment is terminated by the Company for cause.

(5) For the assumptions used in these calculations, see footnote 13 to the Company’s finandial statements

included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007, except

that for these purposes retirement is assumed to occur at the earliest age at which each executive can retire

with unreduced benefits, and employment is assumed to continue until retirement. For 2007, the calculations
use a discount rate of 5.0%. For those executives who have elected fump-sum or installment payments under
the Supplemental Retirement Plan, 2 6.15% discount rate is used in these calculations to determine the value
of such benefits at the assumed retirement age, and the 6.0% discount rate is used to determine the current
present value of the lump-sum or installment payments.

{6) No pension benefits were paid to any of the named executive officers in the last fiscal year.
{7) As of December 31, 2007, Mr. Nober was not yet @ participant in the Retirement Plan or in the Supplemental

Retirement Plan.

2007 NONQUALIFIED DEFERRED COMPENSATION

The table below sets forth certain information, as of December 31, 2007, on the nonqualified deferred
compensation plans in which the Aamed executive officers participate.

Aggregate
Executiva Registrant Balance at
Contributions to:'gibuﬁom ag'%ricqalien Last Fiscal

in Last Fiscal  inLast Fiscal  Last Fiscal Year End
Name Plan Name Year ($)(4) Year ($45) Year ($)(6) {$X7)(8)
Matthew K. Rose(3}  Supplemental Investment and Retirement Plan{1) $184,143 $147,303 $ 104,050  $2,996,221
Senior Management Stock Deferral Plan{2) $ - $ - $1,075,886 49,505,948
Total
Thomas N. Hund Supplemental [nvestment and Retirement Plan{1) - $132,330 $ 45,426 $ 132,239 $1,453,102
Senior Management Stock Deferral Plan(2) $ - 3 - $ 133,265 $1,177,455
Totat
Cari R, Ice Supplemental Investment and Retirement Plan{1) $ 60,552 $ 48,483 $ 57,026 $ 905515
Total
John £, Lanigan, Jr. Supplemental Investment and Retirement Plan{1) $ 48,190 $ 41,858 $ 18946 $ 375454
Total
Roger Nober Supplemental Investment and Retirement Pan(1) $ 5,500 $ 2,750 $ 0 $ 819
Total

(1) The Supplementzl Investment and Retirement Plan provides benefits that cannot be provided under the
Retirement Plan, a qualified 401{k) plan, due to limits imposed by the Internal Revenue Code. Each year,

45




Retirement Plan, up to 25% of any cash incentive payments that are not eligible compensation under the
Retirement Plan, and any other amounts that could have been deferred into the Retirement Plan but for
certain other limitations under the Internal Revenue Code. Each year, the Company makes a matching
contribution to the Supplementa! Investment and Retirement Plan of S09% of a participant’s compensation
deferred up to 6% of the participant’s compensation. To the extent that additional Company matching
contributions are made to the Retirement Plan by reason of the attainment of finandial and other objectives
of the Company, participants will be credited with an additional Company matching contribution. The amount
of such additional matching contribution will be equal to the same percentage, not to exceed 30%, of the
participant’s contributions to the Supplementa! Investment and Retirement Plan up to 6% of compensation,
as is credited pursuant to the Retirement Plan, The Company will make additional matching contributions for
a year to the extent that Company contributions to a participant’s Retirement Plan accounts are limited due to
the application of the Internal Revenue Code, Participants are fully vested in their contributions to the
Supplemental Investment and Retirement Plan, and vest in Company matching contributions in accordance
with the vesting schedule that applies to Company matching contributions to the Retirement Plan. All the
named executive officers other than Mr. Nober are vested in their benefits under the Suppfemental
Investment and Retirement Plan. Participants’ accounts in the Supplemental Investment and Retirement Plan
may be invested in various investment vehicles, as elected by the participant. The investment cptions that
may be chosen track commonly available investment vehides, including mutual funds and bond funds,
Transfers and allocation changes among investment vehicles may be made daily by participants, Upon a
participant’s death or termination of employment, the participant's entire account balance, to the extent
vested, will be paid to the participant according to the participant’s distribution election. Messrs. Rose,
Lanigan and Nober have elected to receive lump-sum payments following death or termination of
employment and Messrs. Hund and Ice have elected to receive five annual instaliments following death or

! termination of employment. In 2008, however, partidpants in the Supplemental Investment and Retirement
Pian, including the named executive officers, will have the opportunity to change their distribution elections.

(2) The Senior Management Stock Deferral Plan allowed for the deferral of restricted stock awards and gains
from stock options that were exercised with previously acquired shares of Company common stock. New
deferrals under the plan have not been allowed since December 31, 2004. Of the named executive officers,
only Messrs. Rose and Hund have accounts in the plan. For each restricted stock award or option award
subject to deferral, a participant’s account under the plan was credited with @ number of RSUs equal to the
number of shares of stock that the participant would have received in the absence of the deferral, Mr. Rose
holds 114,213 RSUs in the Senior Management Stock Deferral Plan. Mr. Hund holds 14,147 RSUs in the Senior
Management Stock Deferral Plan. Deferred RSUs track the value of Company common stock. All amounts
deferred under the plan have vested. While amounts are deferred, participants receive cash payments equal
to the dividends that would be payable with respect to the number of shares of stock equal to the number of
RSUs credited to their accounts. Participants will receive a distribution of shares of Company common stock
equal to the number of vested RSUs credited to their deferral accounts in accordance with their distribution
elections. Messrs. Rose and Hund have elected to receive lump-sum distributions of their accounts upon
termination of employment.

(3) The Supplemental Investment and Retirement Plan includes a special deferral sub-account for Mr. Rose that
was transferred from the former Burlington Northern Inc, Nonqualified 401(k) Restoration Plan effective
January 1, 1997, when that plan was terminated. The sub-account, which eams the Moody’s average
corporate bond yield (6.147% on a compounded annualized basis for 2007), contains amounts equal to the
Company matching contributions that would have been paid on Mr. Rose's contributions to the Burlington
Northern Inc. Thrift and Profit Sharing Plan 1, a 401(k) plan, had there not been a limit to qualified plan
contributions.

participants may elact to defer up to 25% of base salary that Is not eligible compensation under the
|
|
|




(4) The following executive contributions to the Supplemental Investment and Retirement Plan reflected in the,
Executive Contributions in Last Fiscal Year column are also included in the 2007 rows corresponding to the
Salary column of the Summary Compensation Table.

Name Amount

Matthew K. Rose $59,588

. Carl R. Ice ' $29,101
i John P. Lanigan, Jr. $48,190
Roger Nobar $ 5,500

(5) The following Company matching contributions to the Supplemental Investment and Retirement Plan
reflected in the Registrant Contributions in Last Fiscal Year column are also included in the 2007 rows
corresponding to the All Other Compensation column of the Summary Compensaticn Table.

Name Amount
Matthew K. Rose $29,794
Thomas N. Hund $11,466
Carl R. Ice $14,550
John P. Lanigan, Jr. $11,993
Roger Nober $ 2,750

{6) The Aggregate Eamings in Last Fiscal Year column includes the amount of aggregate earnings accrued in the
plans between December 31, 2006, and December 31, 2007, As described in Footnote 6 to the Summary
Compensation Table, a portion of the earnings on Mr. Rose's sub-acoount in the Supplemental Investment and
Retirement Plan is deemed “preferential” or "above-market” under Securities and Exchange Commission rules,
and this portion Is therefore also reported in the Change in Pension Value and Nonqualified Deferred
Compensation Earnings column of the Summary Compensation Table. Since Mr. Nober had lasses of $54 in
the Supplemental Investment and Retirement Plan in 2007, $0 s shown in this column for him.

(7) For contributions to the plans invested in Company stock, the Aggregate Balance at Last Fiscal Year-End
column reflacts the value of the named executive officers’ deferred compensation based on the dosing
market price of the Company’s common stock on December 31, 2007, ’

Thomas N. Hund $95,550
(8) This column includes the following executive and registrant contribytions disclosed in last year's Summary

Compensation Table:
Supplemental Investment and  Senlor Management Stock
| Name Retirement Plan ($) Deferral Plan ($)

Matthew K. Rose $361,375 $0
Thomas N. Hund $182,988 $0
Card R, Ice $123,992 $0
John P. Lanigan, Jr. $ 84,225 $0
Roger Nober $ 0 $0

POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE IN CONTROL

The Company’s policies and plans provide for certaln payments and benefits upon termination of employment
and/or a change in control of the Company. This section describes and quantifies potential payments that would
have been made to each of the named executive officers in connection with a change in control of the Company
and/or the termination of the named executive officer’s employment for the reasons identified below. For
purposes of this section, the triggering events are assumed to have taken place on December 31, 2007. Unless
otherwise specifically noted, the terms and conditions described below apply to each named executive officer on
an identical basis.
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Involuntary Termination Without Cause on December 31, 2007, Not in Connection with a Change in
Control

If a named executive officer’s employment were terminated by the Company without cause on December 31, 2007,
other than during the 24-month period following a change In control or within the 60-day period prior to a change
in control, then he would have been entitlied to the following payments and benefits pursuant to the Company’s
severance plan:

* alump-sum cash payment in an amount equal to the greater of (i) one week’s base salary times years
of service, plus one week’s base salary per $6,000 of annual base salary, plus one week’s base salary
for each year over 40 years of age and (i) two weeks' base salary times years of service, subject to a
minimum payment of eight weeks’ base salary and a maximum payment.of two years’ base salary;

» continuation of Company-paid medical and dental benefits for six months;

» eligibility for retiree medical benefits and retiree life insurance coverage under the applicable Company
plans, subject to certain conditions set forth in the severance plan; and

» reimbursement for cutplacement services.

Release - Pursuant to the severance plan, an employee must execute a release of daims in favor of the Company
in order for the employee to receive the benefits listed above. If an employee does not execute a release, he or
she will still be eligible for two weeks' base salary as severance.

A named exacutive officer would also have been entitled to the following additional benefits upon a termination
by the Company without cause on December 31, 2007, other than during the 24-month period following a change
in control or within the 60-day period prior to a change in control:

« immediate time-based vesting of a prorated portion of all unvested stock options, restricted stock and
time-based and performance-based RSUs, based on the portion of the vesting period completed at the
time of termination;

» performance-based RSUs would have remained subject to performance conditions throughout the
performance period, but the right to receive perforrmance stock would have been forfeited;

+ extension of the exercise period for vested stock options to the lesser of five years following
termination and the expiration date of the option; and

 in the case of Mr. Lanigan, immediate vesting of the additional service credit provided under his
retirement benefit agreement.

Termination Due to Death on December 31, 2007

If a named executive officer’s employment were terminated due to death on December 31, 2007, then his estate
or beneficiary would have been entitled to the following payments and benefits:

* immediate vesting of all unvested stock options, restricted stock and time-based and performance-
based RSUs, assuming target performance for performance-based RSUs (the right to receive
performance stock would have been forfeited);

« extension of the exercise period for vested stock options to the lesser of five years following
termination and the expiration date of the option;

s in the case of Mr. Lanigan, immediate vesting of the additiona! service credit provided under his
retirement benefit agreement; and

+ in the case of Mr. Nober, immaediate vesting of his benefits in the Supplemental Investment and
Retirement Pfan.
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Change in Control Without a Qualifying Termination on December 31, 2007

If a change In control of the Company occurred on December, 31, 2007, then each named executive officer would
have been entitied to the following payments and benefits:

« immediate vesting of all unvested stock options, restricted stock and time-based and performance-
based RSUs granted on or prior to September 21, 2006, assuming target performance for performance-
based RSUs (performance stock woulg have remained outstanding and would have still been able to be
earned based on performance aiteria);

* pursuant to Mr. Rose’s retirement benefit agreement, if Mr. Rose’s employment with the Company
terminates for any reason prior to his attainment of age 55 and within the 24 months following a
change in controi (or the 12 months following the consummation of 2 change in control}, then, for
purposes of computing Mr. Rose’s supplemental retirement benefits, he will receive additional service
credit equal to the lesser of 36 months or the number of months remaining until his 55th birthday;

¢ in the case of Mr. Lanigan, immediate vesting of the additional servica credit provided under his
retirement benefit agreement; and

« in the case of Mr. Nober, inmediate vesting of his benefits in the Supplemental Investment and
Retirement Plan.

Benefits Protection Trust. The Company has established the Amended and Restated Benefits Protection Trust
to provide certain protections for employees in the event of a change in control. In the event of a change In
control, the Company is required to deposit in the trust an amount equal to the value of participants’ accrued
benefits under the Supplemental Retirement Plan, the Supplemental Investment and Retirement Plan, Mr. Rose’s
retirement benefit agreement, the Incentive Compensation Plan, as well as certain plans for non-employee
Directors and certain plans for employees other than the named executive officers, Following the change in
control, the Company will be obligated to deposit in the trust an amount equal to the additiona} value of the
accrued benefits of participants in the plans (other than the Incentive Compensation Plan).

Involuntary Termination Without Cause or Voluntary Termination for Good Reason on December 31, 2007,
in Connection with a Change In Control

The Company has entered into individual change in control agreements with each named executive officer that
provide for certain payments and benefits upon a termination of employment by the Company without cause or
by the executive for good reason within the 24 months following a change in contro! (or within the 12 months
following the consummation of a change in control) or during the 60 days prior to a change in control,

Upon a qualifying termination on Degember 31, 2007, under the change in control agreements, each named
executive officer would have been entitled to, in lieu of any benefits under the severance plan:

+ alump-sum cash payment equal to two times the sum of his then-current annual base salary (or, if
higher, his highest consecutive 12 months’ salary over the prior 24-month period, or his annual salary
in effect immediately prior to the change in control) and his 2007 target annual incentive opportunity
under the Incentive Compensation Plan;

* a lump-sum cash payment equal to an additional 0.5 times the sum described in the previcus bullet,
in consideration for the executive’s compliance with the post-employment covenants described below;

+ continuation of Company-paid medical, dental and other insurance benefits for up to 24 manths;

« immediate vesting of all unvested stock options, restricted stock and time-based and performance-
based RSUs granted after September 21, 2006 and prior to the change in control, assuming target
performance for performance-based RSUs (the right to receive performance stock is forfeited);

* extension of the exercise period for vested stock options to the lesser of five years following
termination and the expiration date of the option;
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» eligibility for retiree medical benefits and retiree life insurance coverage under the applicable
Company plans if the executive would have been eligible for such benefits pursuant to the Company’s
severance plan if he had not been covered by the change in control agreement;

« reimbursement for outplacement services and legal fees and expenses relating to any claims under
the agreement that result from termination of employment; and

« payment of a gross-up to make the executive whole for any exdse tax imposed as a result of
Section 280G of the Internal Revenue Code (except that total payments will be reduced by up to 10%
{5% in the first three years of employment) if such a reduction would result in no excise tax, and
therefore no gross-up, being payable), '

Release. Pursuant to the change in control agreements, an executive will not be entitied to the benefits listed
above unless he executes a release of claims in favor of the Company.

Post-Employment Covenants. If the Company terminates an executive’s employment without cause, or an
executive terminates his employment for good reasen, under his change in control agreement, then, for the
12-menth period following his termination, he will be subject to non-competition and non-solicitation covenants
that prevent him from competing with the Company and soliciting or hiring any employee of the Company
without the Company's consent. If the executive breaches these covenants, all severance payments will cease
and the Company may, in its discretion, require the executive to repay any severance payments already received.

Defined Terms

“Cause,"” for purposes of the change in control agreements, stock incentive plans and severance plan, means, in
general: (i) the willful and continued failure of the executive to perform his duties with the Company or (i) the
willful engaging by the executive in conduct that is demonstrably and materially injurious to the Company.

“Change in control,” for purposes of the Company's plans and agreements, means, in general: (i) any person
becomes the beneficial owner of securities representing 25% or mare of the voting power of the Company’s
outstanding securities; (i) during any period of two consecutive years, individuals who at the beginning of the
period constitute the Board, and any new Directors approved by at least two-thirds of existing Directors, cease to
constitute at least a majority of the Board; (iii) the Company’s shareholders approve a merger or consolidation of
the Company with anather company following which the Company's shareholders hold less than 80% of the
combined voting power of the surviving entity; or (iv) the Company’s shareholders approve a plan of complete
liquidation or an agreement for the sale or disposition by the Company of all or substantially all its assets,

“Good reason,” for purposes of the change in control agreements, means: (i} the assignment to the executive of
duties with a level of responsibility materiaily inconsistent with the position that the executive held immediately
prior to the change in contro!, or a significant adverse alteration in the status of the executive's respensibilities
from those in effect immediately prior to the change in contral; (ii) a material reduction in the executive’s base
salary, excuding across-the-board salary reductions similarly affecting all management employees; (iii} a change
in the executive’s work location of more than 50 miles; {iv) the failure of the Company to pay the executive any
material portion of his compensation within seven days after the date such compensation is due; (v} the fallure of
the Company to continue any material compensation or benefit plan or the failure by the Company to continue
the executive’s participation in any such plan on a basis not materially less favorable than the basis of his
participation at the time of the change in control; (vi) the failure of the Company to obtain an agreement from
any successor company to assume and agree to comply with the change in control agreement; or (vii} any
purported termination of the executive’s employment by the Company that is not effected in material compliance
with the notice provisions of the change in control agreement. Good reason will only exist if the Company has not
corrected the applicable circumstances after being given notice of them by the executive.
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Quantification of Potential Payments Upon Termination or Change in Controi{1)

The following tables quantify the potential payments described above:

Matthew K, Rose

Involuntary
Involuntary Termination
Termination Without Cause or
Without Cause Voluntary
Not in Termination for
Connection Good Reason In
' with a Change Cha in Connection with a
Type of Payment in Control Death Control Only  Change in Control(6)
Cash Compensation
Cash Severance $ 2,270,000 § 0 s 1) $ 5,046,000
Cash Non-compete Payment $ 0 3 0 % 0 $ 1,261,500
Accelerated Equity Awards(2)
Stock Options % 2,360,863 $ 2,806,859 ¢ 2,806,859 $ 0
Restricted Stock $ 8,927,167  $ 9,452,265 § 9,452,265 $ 0
RSUs — Time-Based $ 4,161,500 § 5,705,417 & 5,705,417 $ 0
RSUs — Performance-Based(3) $ 5,258,305  $10,640,956 § 5,705,417 $ 4,935,539
Heaith and Weifare Benefits
Continuation of Health and Weifare Benefits(4) $ 8622 § o 3 0 $ 48812
Extension of Eligibliity for Retiree Medical Benefits{4) 3 $ 0 3 0 $ 0
Perquisites and Tax Payments
Outplacement Services $ 20000 $ 0 s 0 $- 20,000
280G Tax Gross-Up(5) 4 0o % 0 3 0 $ 5,706,551
Retirement Benefits
Supplemental Retirement Plan Benefits(7) $ 0 % 0 $ 2,864,685 $ 0
Supplemental Investment and Retirerment Plan Benefits  § o % 0 % 0 $ 0
Total $23,006,457  $28,605497 $26,534,643 $17,018,402
Thomas N, Hund
Involuntary
Involuntary Termination
Termination Without Cause or
Without Cause Voluntary
Not in Termination for
Connection Good Reason In
with 2 Change Change in Connection with a
Type of Payment In Control Death Control Only  Change In Control{6)
Cash Compensation
Cash Severance $1,009,600 $ o % 0 $1,829,600
Cash Non-compete Payment $ 0 $ 0 s 0 $ 457,400
Accelerated Equity Awards(2)
Stock Options $ 419,316 $ 499,578 § 499,578 $ 0
Restricted Stock $2,635,478 $2,790,535  $2,790,535 $ 1]
RSUs — Time-Based $ 771,958 $1,073,667 $1,073,667 $ 0
RS5Us — Performance-Based(3) $1,016,072 $2,172,303  $1,073,667 $1,098,636
Health and Welfare
Benefits Continuation of Health and Welfare
Benefits{4} $ 8622 $ e % 0 $ 48812
Extension of Eligibility for Retree Medical Benefits(4) $ 201,435 $ o $ 0 $ 195369
Perquisites and Tax Pavments
Qutplacement Services $ 20,000 $ 0 % 0 $ 20,000
280G Tax Gross-Up(5) $ 0 $ 0 % 0 $ 0
Retirement Benefits
Supplemental Retirement Plan Beneﬁts $ ¢ $ [1 . 0 $ 0
Supplemental Investment and Retirement Plan ]
Benefits $ 0 $ 0 s 0 $ 0
Total $6,082,481 $6,536,083  $5,437,447 $3,649,817
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Car R. Ice

Involuntary
Involuntary Termination
Terenination Without Cause or
Without Cause Voluntary
Not in Termnation for
Connection Good Reason in
with a Change Change in Connection with a
Type of Payment in Control Death Control Only  Change In Control(6)
Cash Compensation X
Cash Severance $1,108,600 $ 0 s 0 $2,012,600
Cash Non-compete Payment $ 0 $ 0 s 0 4 503,150
Accelerated Equity Awards(2)
Stock Options $ 480,117 $ 572,170 $§ 572,170 $ 0
Restricted Stock $ 976,538 $1,331,680  $1,331,680 $ 0
RSUs — Time-Based $ 871,168 $1,210,997  $1,210,997 $ 0
RSUs — Performance-Based(3) $1,155,981 $2,492,739  $1,210,997 $1,281,742
Health and Welfare Benefits
Continuation of Health and Welfare Benefits(4) $ B62 § 0 ] $ 48,812
Extension of Eligibility for Retiree Medical Benefits(4) $ 192,750 $ 0 s 0 $ 192,750
Perquisites and Tox Payments
Outplacement Services $ 20,000 s c 0 $ 20,000
280G Tax Gross-Up(5) $ 0 $ 0 s 0 s 0
Retirement Benefits
Supplemental Retirement Ptan Benefits $ 0 $ 0 s 0 $ 0
Supplemnental Investment and Retirement Plan Benefits $ 0 $ o % 0 $ 0
Total $4,813,776 $5,607,586  $4,325,844 $4,059,054
John P, Lanigan, Jr.
Involintary
Involuntary Termination
Termination Without Cause or
Without Cause Voluntary
Not In Termination for
Connection Good Reason In
with a Charnge in Change in Connection with a
Type of Payment Control Death Control Only  Change in Control(6)
Cash Compensation
Cash Severance $1,066,000 $ ¢ % )} $1,938,000
Cash Non-compete Payment $ 0 $ c % i} $ 484,500
Accelerated Equity Awards(2)
Stock Options $ 455,786 $ 543,120 § 543,120 $ 0
Restricted Stock $5,349,691 $ 5,768,588  $5,768,588 $ 0
RSUs — Time-Based $ B49,612 $ 1,186,028 41,186,028 $ 0
RSUs — Performance-Based(3) $1,119,610 $ 2,401,186  $1,1B5,028 41,215,158
Health and Welfare Benefits
Continuation of Health and Welfare Benefits{4) $ 8,622 $ 0 % 0 $ 48,812
Extension of Eligibility for Retiree Medical Benefits(4) $ 0 $ 0 % 0 $ 0
Perquisites and Tax Payments
Outplacement Services $ 20,000 $ 0 s 0 $ 20,000
280G Tax Gross-Up(5) $ 0 $ 0 s 0 $ 1]
Retirement Benefits
Supplemental Retirement Plan Benefits(8) $ 541,872 $ 383,165 §$ 841,672 $ 0
Supplemental Investment and Retirement Plan Benefits $ 0 $ o 3 0 $ 0
Total $9,711,193 $10,282,087 49,525,636 $3,706,470
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|
| Roger Nober
| Involuntary
i Involuntary Termination
Termination Without Cause or
Without Cause Voluntary
Not In Termination for
Connection Good Reason in
with a Change. Change [n Connection with a
Type of Payment in Control Death Co! Only Change in Control{6)
Cash Compensation
Cash Severance $545,728 $ 0 $ 0 $1,350,000
Cash Non-compete Payment $ 0 $ 0 $ 0 $ 337,500
Accelerated Equity Awards(2)
Stock Options $ 0 $ 0 $ 0 $ 0
X Restricted Stock $ ] $ 0 $ 0 $ 0
RSUs — Time-Based $ 76,322 $ 416,150 $ 0 $ 416,150
RSUs — Performance-Based(3) $162,798 $ 732424 $ 0 $ 732424
Heaith and Welfare Benefits
. Continuation of Health and Walfare Benefits(4) $ 8622 $ 0 $ 0 $ 46,692
; Extension of Eligibility for Retiree Medical Benefits{4) % 0 $ 0 $ 0 $ 0
Pemquisites and Tax Payments
Cutplacement Services $ 20,000 $ 0 $ 0 $ 20,000
280G Tax Gross-Up(5) $ 0 $ 0 $ 0 $ 857,846
S Retirement Benefits
- Supptemental Retirement Plan Benefits $ 0 $ 0 $ 0 $ 0
Supplemental Investment and Retirement Plan Benefits $ 0 $ 2,186 $2,186 $ 0
Total . $813,470 41,150,760 $2,186 $3,760,612

(1) These tables do not address the following types of payments:

prorated Incentive Compensation Plan payments (payable based on target upon a qualifying
termination under the change in control agreements and based on actual performance upon
retirement, death or a termination without cause outside the change in control context), since the
regular 2007 Incentive Compensation Plan payments would have been earned by the executives if
they remained employed through December 31, 2007 (such amounts are disclosed in the 2007 rows
corresponding to the Non-Equity Incentive Plan Award column of the Summary Compensation Table);

payments with respect to vested equity awards, all of which are shown in the 2007 Outstanding
Equity Awards at Fiscal Year-End Table;

accrued pension and deferred compensation benefits shown in the 2007 Pension Benefits table and
the 2007 Nengualified Deferred Compensation table {including RSUs in the Senior Management Stock
Deferral Plan that are payable upon a termination of employment or change in control, but other than
any pension and deferred compensation benefits that are provided under nonqualified plans and that
are accelerated or enhanced in connection with a termination of employment or a change in control,
which are described above);

post-retirement health and welfare benefits that the Company offers generally to salaried employees
who have met age and service requirements (other than the extension of eligibility in certain cases as
described above),

payments upon voluntary termination of employment or termination of employment for cause, since
all equity awards (other than RSUs in the Senlor Management Stock Deferral Plan) would be forfeited
upon such terminations, and no additional unvested amounts would be payable upon such

events; and

payments upon retirement (equity awards would generally time-vest on a pro-rata basis), since none
of the named executive officers were eligible to retire cn December 31, 2007,

(2) For purposes of these calculations, the price of a share of the Company’s commaon stock on the date of each
triggering event was assumed to be $83.23, the closing price of the Company’s common stock on

December 31, 2007.
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(3) For terminations of employment following which performance-based RSUs would remain subject to
perfarmance conditions throughout the performance period, target performance is assumed.

(4) The amounts shown in these rows represent an estimate of the present value of the cost to the Company of
providing the benefits, considering the applicable COBRA premiums for medical and dental benefits and
premiums for life insurance and long-term disabllity benefits.

(5) The Company determined the amount of the excise tax payment by multiplying by 20% the “excess
parachute payments” that would arise in connection with a change in control. The excess parachute
payments were determined In accordance with the provisions of Section 280G of the Intemnal Revenue Code.
The Company utilized the following key assumptions to determine the named executive officers’ tax gross-up
payments:

» a statutory federal income tax rate of 35% and a Medicare tax rate of 1.45%;

+ each named executive officer’s Section 280G *base amount” was determined based on average W-2
compensation for the period from 2002-2006 (or the period of the executive’s employment with the
Company, if shorter); and

+ the interest rate assumption was 120% of the applicable federal rate as of December 2007.

(6) The amounts in this column assume that the change in control occurred on December 31, 2007, and that the
termination of employment occurred immediately thereafter, and therefore do not include amounts that vest
on a change in control alone, which are shown in the previous column.

(7) The amount listed under the Change in Control Only column represents the additional lump-sum payment
that Mr. Rose would have become entitied to under the Supplemental Retirement Plan if a change in control
occurred on December 31, 2007 and his employment terminated for any reason immediately thereafter. The
amount is listed in the Change in Contro! Only column because Mr. Rose would have vested in the amount
upon a change in control on December 31, 2007, but he would not have been entitled to receive the amount
unless his employment terminated for any reason within the 24 months following the change in control (or
the 12 months following the consummation of the change in control), and the amount would not have been
payable until his actual retirement (for which he will not be eligible until he reaches age 55).

(8) The amounts listed under the Involuntary Termination Without Cause Not in Connection with a Change In
Control and the Change in Control Only columns corresponding to this row represent the lump-sum payment
that Mr. Lanigan would have become entitled to under the Supplemental Retirement Plan if the applicable
events occurred on December 31, 2007. The amount listed under the Death column corresponding to this row
represents the value of the annuity that Mr, Lanigan’s beneficiary would have become entitled to receive
under the Supplemental Retirement Plan upon Mr. Lanigan’s death on December 31, 2007. The amounts are
listed in the table because Mr. Lanigan would have vested in the amounts upon the applicable events on
December 31, 2007, although the amounts would not have been payable untit Mr. Lanigan reached (or would
have reached) age 65.
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COMMUNICATIONS AND OTHER MATTERS
Communications with the Board

Communications by shareholders or by other parties may be sent to the Board by U.S. mail or overnight delivery
in care of our Secretary at 2650 Lou Menk Drive, Fort Worth, Texas 76131-2830. Communications may be
addressed to the Board, non-management Directors or one or more Board members. Communications addressed
to other individuals will be forwarded by our Secretary to the addressee. Communications not specifically
addressed to the Board, non-management Directors or an individual will be reviewed by our Secretary and then
sent to the appropriate Board committee based upon the issues addressed and the committee that has
responsibility for such Issues. Acknowledgements of receipt will be sent to persons submitting communications.
Communications may be made anonymously. The Board has approved this process.

Procedures for Recommending Director Candidates

The Directors and Corporate Governance Committee will consider a candidate for Director recommended by a
shareholder. Any such recommendation should follow advance notice requirements, as described below under
“Shareholder Nomination of Directors.” The recommendation should also provide the reasons supporting a
recommendation, the individual’s qualifications, the individual’s consent to being considered as a nominee, and a
way to contact the individual to verify his or her interest and to gather further information, if necessary. In
addition, the shareholder should submit information demonstrating the number of shares he or she owns.
Shareholders may send recommendations for Director candidates for the 2009 annual meeting of shareholders via
U.S. mail or overnight delivery to the Directors and Corporate Governance Committee in care of our Secretary at
2650 Lou Menk Drive, Fort Worth, Texas 76131-2830,

Advance Notice Requirements

Shareholder Proposals for Annual Meeting in 2009. Proposals by shareholders to be considered for
inclusion in the proxy materials for the annuat meeting in 2009 must be received by our Secretary at 2650 Lou
Menk Drive, Fort Worth, Texas 76131-2830 (or (817) 352-7111 by facsimile), no later than November 17, 2008.
The use of certified mail, return receipt requested, is advised. To be eligible for inclusion, a proposal must also
comply with Rule 14a-8, including the minimum stock ownership requirements and all other applicable provisions,
under the Securities Exchange Act of 1934.

Other Shareholder Business at Annual Meeting in 2009. To introduce other business at the annual
meeting in 2009 not submitted pursuant to Rule 14a-8, shareholders must send advance notice in writing to our
Secretary at the address shown above. To be timely, notice must be received no later than December 25, 2008,
and no earlier than November 25, 2008. The shareholder shall submit information establishing the number of
shares owned by the shareholder and any beneficial owner represented by the shareholder. The advance notice
must also meet the other requirements of Article II, Section 10 of the Company’s By-Laws. You may obtain a copy
of our By-Laws by contacting our Secretary at the address shown above or by accessing the By-Laws at
www.bnsf.com under the *Investors” link.

Shareholder Nomination of Directors. Shareholders intending to nominate a candidate for election as
Director at the annual meeting in 2009 must give advance notice in writing to our Secretary at the address shown
above, To be timely, notice must be received no later than December 25, 2008, and no earlier than November 25,
2008. The advance notice must also meet the other requirements of Artide XII, Section 3 of the Company’s By-
Laws. .

Section 16(a} Beneficial Ownership Reporting Compliance

Section 16{a) of the Securities Exchange Act of 1934 requires our Directors, executive officers and persons who
beneficially own more than 10% of our common stock to file initial reports of benefidal ownership and reports of
changes in beneficial ownership with the SEC. Copies of all filed reports are required to be fumished to the
Company pursuant to Section 16(a) of the Exchange Act. Based solely on our review of the copies of reports of
ownership made available to us or written representations from these persons that no other reports are required,
to our knowledge, our executive officers, Directors and greater than 10% shareholders comptied with all
applicable Section 16(a) filing requirements during the fiscal year ended December 31, 2007, except that a Form 4
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was not timely filed for Jeffrey R. Moreland for one transaction in connection with his retirement from the
Company in May 2007.

Stockholders Sharing the Same Address and Last Name

Stackholders who have the same address and last name will receive only one copy of the Company’s Annual
Report and proxy statement from a single bank, broker or investment plan unless the Company has received
contrary instructions from the affected stockholder. The Company will promptly deliver a separate copy of the
Company’s Annual Report and proxy statement to stockholders at a shared address to which a singte copy was
delivered upon written or oral request to our Secretary at 2650 Lou Menk Drive, Fort Worth, Texas 76131-2830 or
{817) 352-1460. Stockholders who (i) are receiving one copy of the Company’s Annual Report and proxy
statement and wish to receive a separate copy in the future or (i) are receiving multiple copies of the Company’s
Annual Report and proxy statement and wish to request delivery of a single copy by submitting a request to our
Secretary at the address or phone number above.

Other Business

If any matters other than those set forth above are properly brought before the meeting, including any
shareholder proposal omitted from the proxy materials pursuant to SEC rules that is otherwise in order, it is
intended that the persons acting under the proxy will vote the proxies given to the Company in accordasnce with
their best judgment. We are not aware of any other matters that may properly be brought before the meeting.

Your Vote Is Important

If you are going to vote by mail, we encourage you to specify your choices by marking the appropriate boxes on
the enciosed proxy card. However, you do not need to mark any boxes if you wish to vote according to the Board
of Directors’ recommendations; just sign, date, and return the proxy in the enclosed envelope. If you are going to
vote your proxy by telephone or via the Intermet, simply follow the instructions on the enclosed proxy card,
Thank you for your cooperation and your prompt response.

By order of the Board of Directors.

Roger Nober
Executive Vice President Law and Secretary

March 17, 2008
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Our rail lines helped build this nation starting more than 150 years
ago, and today our role is more important than ever. We play an
essential role not only in meeting today's freight transportation
needs, but in providing and building a transportation network
that will meet the needs of future generations.

To our shareholders, customers and colleagues,

The year 2007 was a year of challenges and successes.
In a difficult economic environment, the strength

of BNSF was avidenti as our dedicated employees ence
again delivered reliable service, captured market
opportunities and controlled costs,

While we faced many challenges, including a soft
economy and record fuel prices, we produced solid
returna for our shareholders because of the diverse
nature of our business portfolio. We generated record
free cash flow in excess of $1 billion before dividends,
which allowed us to increase our dividend for the
fifth consecutive year; continue our share repurchase
program, which began in 1998; and invest in capital
to maintain our infrastructure and selectively add
capacity for long-term growth,

Despite these successes, however, 2007 was a
disappointing year for safety. Sadly, we lost four col-
teagucs Lo fatal injuries in 2007. And, after about a
decade of year-over-year improvement, our employee
injury frequency rate increased in 2006 and again in
2007. These results are especially frustrating because
we are a leader in moat other areas of safety, including
highway-rail grade crossing safety. We clearly have
more work to do toward our goal of an injury-free
and accident-free workplace. We are increasing our
focus on safety performance acress the railroad with
determination to improve. We believe that we have

an excellent employee safety framework in place; our
challenge is to ensure that these programs are con-
sistently implemented and that we better disseminate
best practices within these areas.

As 1 review the year in more detail, I will outline
how the diveraity of our businesa portfolio helped

our resulis and how we adjusted our costs and capital
investments in response to the soft busineas conditions.
I will also review our ability to provide reliable service
and a strong netwoerk to meet customer needs, our
focus on capital! investment to support long-term
growth, and our commitment to corporate citizenship.

Maintaining a balanced portfolio

Our 2007 revenues increased approximately

$800 million, or & percent, to an ali-time record of
#15.8 billion. Our results were helped by our diverse
porifolio of business. The wide variety of commodities
we handle gives our company the ability to weather
cyalical downturns, Even though consumer products
volumes and commodities related to housing were
down, we had strong demand in agricultural prod-
ucts. The diversity of our portfolio makes us less
vulnerable to changing market demand than many
other industries, and our 2007 results underscored
that strength.

Our biggest success in 2007 was our agricultural
business, which set an all-time revenue record at
$2.7 billion. Our volume increased 8 percent in this
area, as we handled record levels of wheat, ethanol
and bulk l"oods. A strong domestic harvest, high
global demand for wheat, and significant growth in
ethanol volume combined for a very successful year
for this business segment.

For coal, we also had record vclumes and record reve-

nues of $3.3 billion. Although mine production issues

during part of the year impacted our volume, we were
able to improve service delivery year-over-year. We are
optimistic that demand will remain strong for the low-
sulfur coal we transport from the Powder River Basin

in Wyoming and Montana.




Industrial products volumea decreased slightly; however,
revenues increased 3 percent to $3.7 billion. Continued
strong demand for petroleum products helped to offset
the decline in the housing market, which had a neg-
ative impact on all of our building products, including
lumber, panel producis and other building materials.

Our consumer products revenues increased to a
record $5.7 billion. Qur unit volumes for consumer
products, however, decreased due to softening demand
for imported consumer goods and a shift in strategy
by one of our largest international intermodal cus-
tomers, We are optimistic that the long-term demand
for Asian goods will rebound as the economy improves,

During a year of mixed demand, we worked hard
to control costs. With regard to our largest expense
category, compenasation and beneflts, year-over-year
expense was down 1 percent on flat employee head-
count. Wages and benefits increases were offset by
lower variable compensation costs and other cost-
conirol measures.

Our second-largest expense area, fuel, was up 17 per-
cent, due to higher prices and reduced hedge benefits,
We were abla to recover a portion of the additional
expense through our fuel surcharge program. Addi-
tionally, we were able to achieve record fuel afficiency
with a nearly 3 percent improvement over 2008, avoid-
ing the purchase of more than 38 millicn gallons

of fuel, saving $90 million, and benefiting the
environment by burning lesa fuel per ton-mile.

Focusing on velocity and service

We recognize that providing reliable service ig the
best way to ensure our continued growth, especially
when the economy begins to recover. We must

Matthow K. Hoss, Chairmnn, President and Chisf Executive Officer

continue to realize our vision by “providing trans-
portation services that consistently meet our
customers’ expectations.”

In 2007, we continued our companywide focus on
velocity. This initiative, which started in 2005, is
increasing our on-time performance and asset utiliza-
tion. Velocity is much more than the speed at which
trains travel. It includes the number of times that

We were able to achieve record fuel
efficiency with a nearly 3 percent
improvement over 2006, avoiding
the purchase of more than 38 million
gallons of fuel, saving $30 million.

equipment is handled and how long freight remains
stationary. OQur people examine every process to elim-
inate inefficiencies and gain more productive use of
our track, equipment, terminals and other agsets.

Efforts throughout the company helped us improve
our performance for all six of the velocity measures
we track. 1 am proud of our team, who achieved this
while coping with severe flooding midyear in the
Southeast and Upper Midwest, wildfires in October
in Southern California, and record floading in
December in the Puget Sound region. In 2008, our
continued foous on velocity will further improve
our efficiency and increase the capacity of our exist-
ing asseta, while helping us better serve new and
existing customera.

BNSF 2007 Annual Report and Form 10-K |13




I QOur 2007 revenues increased approximately $800 million,
or 5 percent, to an all-time record of $15.8 billion.

I am alao proud of cur team for achieving a perfect
peak season for United Parcel Service (UPS). We
handled 34,366 UPS loads with zero service failures
between Thanksgiving and December 23 in 2007, and
the streak of failure-free service continued for 53 days
through mid-January 2008. This was our fourth UPS
peak season with perfect performance since 1999,

Ptanning for long-term growth

Over the long term, I am very optimistic about the
future of rail transportation. My perspective comes,
in part, from my work as a member of the National
Surface Trangportation Policy and Revenue Study
Commission. Formed by Congress in 2005, this
commission included some of our nations top trans-
portation experts and leaders in business, government
and academics. We were asked to consider the future
needs of the nation's surface transportation system
and o recommend funding options; the results of our
two-year study were released in January 2008,

This independent commission found that a strong
freight railroad industry is vital to the future of

our country. Today, the U.S. rail industry transports
about 40 percent of the nation's goods, in terms of
tons handled and distance moved, for only 13 percent
of the overall transportation cost. And the value

of rail continues to rise. The U.S8. Department of
Transportation projects thal demand for rail freight
transportation. measured in tonnage, will increase
88 percent by 2035.

Unlike other modes of transportation, U.8. railroads,
including BNSF, own and maintain their transporta-
tion rights of way. Simply put, we fund the building,
maintenanca and repair of a private “rail highway”
that delivers tremendous value for our customers and

the nation. Our transportation network is critical
to the movement of goods and our nation's economic
growth, global competitiveness, environmentat

sustainability, safety and overall qualily of life.

In the 10 years that ended in 2007, BNSF spent nearly
$24 billion to improve cur infrastructure. That includes
maintaining a strong infrastructure through strategic
investments in expanded track, yards and terminals;
track renewal; technology; and acquiring more than
2,700 new, high-efficiency locomotives. All of our
investments in infrastructure, equipment, asset utili-
zation, people and technology help ensure we have the
capacity to meet current and future freight transpor-
tation needs, while also improving our operating
reliability and efficiency.

In 2007, we added a total of 183 miles of new track,
focusing on expanding capacity of our transconti-
nental main line linking California to Chicago and
our track serving coal territory in Wyoming and
Nebraska. These two freight rail corridors are some

of the busiest stretches of track in the world. We also
acquired another 200 high-horsepower, high-efficiency
locomotives. Our newest locomotives are 15 percent
more fuel efficiant than the units they replaced. which
also reduces emissions and benefits the environment.
Cur investments help ensure that we have the capacity
we need to meet our customers’ and our nation's
transportation needs today and in the future.

But we were also careful to calibrate our capital
spending in response to market conditions. in all, our
2007 capital commitments totaled about $2.6 biltion,
This number was down from 2008, as we reduced our
projected spending during the year in response to
the softer demand. We are committed to expanding




our capacity to handle growth over the long term, but
we alwaye balance those investments with short-term
market conditions and demand.

Over the past several years, the public policy debate
around economic regulation of the railroad industry
has heated up. The outcome of this debate has a direct
impact on our ability to continue to invest to meet the
projected future demand. Changes in economic regu-
lation have implications for our customers as well as
the national highway network.

The Commiasion found that our nation will require
significant increases in rail capacity to encourage
economic growth and help meet energy efficiency and
environmental goals. Any change to public poticy
needs to be measured against whether it will expand
or shrink rail capacity. Public policy should support
the expansion of rail capacity.

Demonstrating responsible corporate citizenship

We recognize that, as one of our nation’s largest rail-
roads, we are a critical part of the global supply chain.
We take that responsibility very seriously. We add

value by providing freight capacity thai, in most cases,

is lower cost, more fuel-efficient. more environmentally
friendly and safer than other modes of surface trans-
portation. At BNSF, we are working to align our
business decisions and our environmental, social and
economic commitments to create value for customers
and all stakeholders today and in the future.

To raise awareness of the contributions we are making
today and what we are working to achieve, we have
igsued our Arst Corporate Citizenship Report. You can
find this Corporate Citizenship Raport on our website
at www.bnsf.com. This report provides significant

insight into four key areas — our Environmental
Leadership, our Safety Commitment, our People and

Communities, and our Economic lmpact.

Investing in our people

While our hiring has slowed down to reflect market
conditions, we are proud of our efforts to replace
retiring workers with military veterans who possess
experience and techaical knowledge ihat we need. In
2007, nearly one-third of our new hires were veterans,
In recognition of cur commitment, GI Jobs magazine
put us at the top of their 2007 list of America’s

50 Most Military Friendly Employers. After ranking
high on this list for several years, we are proud of
achieving this first-place pasition in 2007.

Ultimately, our success rests on the quality of our
people and our sensitivity to the needs and concerns
of our shippers, our investora and our communities.
We believe that we made signiflecant progress in
2007, despite & soft economy and other challenges,
and we are well-pogitioned for the future. As always,
1 gredit the dedication, focus and resilience of our
people, and I thank all of our stakeholders for their
interest and support. Together, we can look forward
to the continued growth and strength of our rail
franchise in 2008,

Matthew K. Rose
Chairman, President and Chiel Executive Offlcer
February 14, 2008
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NYSE: BNI

Consolidated Financial Highlights

Dollars in millions, except per share data

Docexchor 31, 2007 2006 £2003* phoe" 200"

I For the year ended:

. Revenues 8 15,802 $ 14,9885 $ 12,987 $ 10.848 $ 9413
i Operating income $ 3,488 $ 3,521 § 2,027° $ 1,709° $ 1,875
Income before cumulative effect of accounting change $ 1,820 $ 1,889 $ 1,534% &  BOS5T $ 783¢
Basic earnings per share {before cumulative effect
of accounting change) $ 6.18 $ b5.23 $ 4.13° § 2.18° $ 212
Avarage basic shares 352.5 381.0 371.B ato.0 369.1
Diluted earnings per share {before cumulative effect
of accounting change) 8 5.0 $ 511 $ 4.02° $ 2.14¢ $ 2.0
Average diluted shares 358.9 3680.8 381.8 arTaé.e 3712.3
Dividends daclared per commeon share & 1.14 $ 000 $ 074 $ 064 $ 054
At year end:
Total assels 8 33,583 $ 31,7097 $ 30,4368 $ 20,023 $ 27,050
Long-term debt and commaergial paper,
including current portion 8 8,148 $ 7385 $ 7.54 $ 6,516 $ 6,884
Stockholders’ equity 811,144 $ 10,528 $ 0.838 $ 0,438 % B,808
Net debt 1o to1al capitalization* 41.2% 40.0% 42.0% 39.8% 43.8%
For the yeaar anded:

Total capital expenditures 8 2,248 $ 2014 $ 1,750 $ 1,527 $ 1,726
Depreciation and amortization $ 1,283 $ 1,178 $ 1111 $ 1,005 $ o7

8 Prior yesr numbers have been adjusted for the retrospective adoption of Fingneia! Accounting Standards Board (FASB) Staff Fosition (FSP} AUG AlR-1, Accounting for
Plannad Major Maintenanca Activilies.

b 2005 opersling income, income before cumulative eHact of accounting change and esnings per share include an impairment charge ralated 10 an agreemant lo sell certain
line sagments to the State of New Mexico in the future of $71 milllon pre-tax, $44 millicn net of tax, or $0.12 per basic snd diluted share.

¢ 2004 operating income, income bafors cumulaiive affect of accounting change and earnings per share Include s charge for a change in estimato of unasserted dsbestos
and anvirgnmental linbilities of $465 million pre-1ax, $288 million nat of tex, or $3.78 per basic share and 30,77 per diluted share.

d 2003 incomo before cumulative effect of accounting changa excludes the favorable cumutative etiect of an accounting change for 23301 retirement obligations of $39 million,
nal of tax, or $0.11 per besic share and $0.10 per diluted ahare.

| © Ne1 deb ks calculated as 10tal debi {long-term debit and commercisl paper plus long-term debt due within one year} lass cash and cash equivalonis, and tolal capitalizetion is
calculatod 3 the sum of nat debt snd to1al stockholders’ equity.

BNSF's Iree cash flow, as discussed in the preceding shareholders letier, is a non-GAAP measure and should be
considered in addition to, but not as a substitute or preferable to, other information prepared in accordance with
GAAP. Below is the caleulation of free cash flow hefore dividends for 2007.

Fres Cash Flow Calculntion {in miilions) 2007

Net cash provided by operating activities $ 3402

Net cash used for investing activities (2.418)
| Proceeds from tacility tinancing obligation 41

Free cash flow belore dividends 8 1,118
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
Woshimgtun, UG

FORM 10-K 104

[x} ANNUAL REPORT PURSUANTTO SECTION 13 OR 15{(d} OF THE SECURITIES EXCHANGE ACT OF 1934
FORTHE FISCAL YEAR ENDED DECEMBER 31, 2007

OR
[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
FOR THE TRANSITION PERIOD FROM O

COMMISSION FILE NUMBER: 1-11535

Exact name of registrant as specified in its chertor
Burlington Northern Santa Fe Corporation

State of incorporation 1.A.S. Employer Idantification No.
Delaware 41-1804964

Address of principal executiva offices, including 7ip code
2650 Lou Menk Drive
Fort Worth, Toxas 761312830
Registrant's telephona number, including area cods
(800) 795-2673

Securities registered pursuant to Sectlon 12(b} of tha Act:
Title of each class Name of aach exchango on which ragistered
Common Btock, $0.01 par valne New York Stock Exchange

Securities registared pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer. as defined in Rula 405 of the Securities Act. Yos[x] Nol ]
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d} of the Act.  Yes([ ] No|[x)

Indicate by check mark whether the registrant {1} has filed all reports required 10 be filed by Section 13 or 15{d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the regisirant was required to file such repons), and [2) has been
subject to such filing requirement for the past 90 days. Yes [x] Nol| ]

Indicate by check mark it disclosure of delinquent filers pursuant to ltem 405 of Regulation 5-K (§ 229.405) is not contained herein, and will
not ba contained, to the best of registrant’s knowladge, in definitive proxy or information statements incorporated by reference in Part Il of
this Form 10-K or any amendment 10 this Form 10-X. [1]

Indicate by check mark whether the regisirant is a large accelerated filer, accelerated filer, non-accelerated filer, or smaller reporting com-
pany {as defined in Rule 12b-2 of the Agt).
Large accelerated filar [x] Accelarated filer [ ) Non-accelerated filer [ ] Smoller reporting company [ )

Indicate by chatk mark whather the registrant is a shell company [as defined in Rule 12b-2 of the Act). Yos[) No[x]

The aggregate market value of the voting stock held by non-zfiiliates of the registrant was approximately $29.822 biflion on June 39,
2007. For purposes of this calculation only, the registrant has excluded stock bensficially owned by directors and officers, By doing so,
the registrant does not admit that such persons are atfiliates within the meaning of Rule 405 under the Securities Act of 1933 or for any
other purpose.

Indicate the number of sharas outstanding of each of the regisirant’s classas of common stock, as of the latest practicable date:
Commeon Stock, $0.01 par velue, 348,201,513 shares outstanding as of February 4, 2008.

DOCUMENTS INCORPORATED BY REFERENCE
List herounder the documents from which parts thersof have been Incorporated by refarsnce and the Part of the Form 10-K into which such
Information is incorparated:
Burlington Northern Santa Fe Corporation's definitive Proxy Statement, 10 be filed not tater than 120 days after the end of the fiscal year
COVBIOT DY S FOOIT . L. . ..ttt ettt e e e e e e e e e Part it




Table of Contents

Part I1

Part 111

Part IV

Item 1.
term 1A,
liem 1B.
[tem 2,
ltem 3.
llem 4,

BUSIMESES 1ivivriiemerrirtrsssiras et assssssrresasbes st sarrasessaneststses teresatrasane s st snsaesemnemaamtessteatssae amsecerentpereshs HOROR S OB S e seRRRR G bR e

RISK FACTOTS....cueveovrisrerireinistssesseassessseesessssesesmssestsssesassssssesensonsssasssens sronsesassnsensssssasbnen tenbeessensatassssers sresassensrnsssressssnnnss

UNTesoived STatt COmMMBNLS. .. ..o ettt sttt etb b s st mart s ca s eabearsasestssrebesrpebeesssres e snesmeeremnasenesseseenen @

Properties........overveerrerenes
L@OAE PTOCEBBINGS . cuincnei ettt e e ams s bR et s B bR s AR RSP S AT R AR E e Tanaan
Submission of Matters 1o a Vote of Security HOMIBIS ... e v e e

EXBCUIIVE OHICEIS OF N RBOISUBNL.....ooveecieeeeeeeoee et et ceesceecate seners e s b sre e s e s eb s b aa s sae s rasara st an s s aaae e e ses s emneeme e s ememeneeiebin

ltem 5.

Item 6.
hem 7.
ltemn 7A.
ltem 8.
ltem 9.
ltem SA.
liem 9B,

liem 10.
Itern 11,
ftem 12,

ltem 13.
Item 14,

ltem 15,
Signaturas
Exhibit Index

Market for Registrant’s Common Equity, Related Stockholder Matters
and 155ueT Purchases Of EQUILY SBCUMLIES ... snmrererssesrenrrssessmrrsssssns s snssssnt issbis s stassamsasrnssssossoss
Selactad FINangial Data.........cceiiriiiiisiins s ereemrees seos e resrar st ss 1o s aese s srpaseange s £asbese ens et basE s AR b st R ot
Management’s Discussion and Analysis of Financial Condition and Results of Operations ...,
Quantitative and Qualitative Disclosures About Market RiSK..........ccuri e s e e
Financial Statements and SupplEmMentary Data, ... i st b e
Changes in and Disagreements With Accountants on Accounting and Financial Disclosure...........on,
CoNOIS BN PTOCEOUIBS ..ot e e st r et bba e et A b a4 1R b AaE 484 saRB AR e res s n s gt mapr e sea e nas s nans

N INfOIMIATIOM.... .t eer s sre s sves st es e aennseae s e s esennars s etatsaes sess aasssamnans s osesssmammareses dAES RIS SR SRS RE AR bR b e EE

Directors, Executive Qfficers and Corporate Governance..

EXOCULIVE COMPENSBALION .......coreeviieriesrrecesesiasssesresresarssrass ressearrasesan s rsseasrer s as s ers s s sesmsars s e s sREse a0 a0 s rrs s b ssas s st enis
Security Ownership of Certain Beneficial Owners and Management

and Related Siockholdar MattErs....... ..o e e e s s st s s b s s neses s am s amneses s smnesaan
Certain Relationships and Related Transactions, and Director Independence. ... ..u v rssnssinineseeeenceennesisns
Principal ACCOUNIANT FEOS 8Nt SOIVICEAS ..o ittt e o ceten bbb b e e s bR b Ao b e 040

Exhibits and Financial Statement Schedules.

11
11

12
13
14
35
a7

74
T4
T4

15

78

78




Part 1

item 1. Business

Burlingtan Northern Santa Fa Corparation {BNSF Registrant or Company} was incorporated in the Siate of Delaware on December 16, 1994,
Cn September 22, 1995, the shareholders of Burlington Northern Inc. (BNI) and Santa Fe Pacific Corporation (SFP) became the shareholders
of BNSF pursuant to a business combination of the two companies.

On December 30, 1996. BN) marged with and into SFP On December 31, 1996, The Atchison, Topeka and Santa Fe Railway Company
merged with and into Burlington Northem Railroad Company (BNAR}, and BNRR changed its name toThe Burlingten Northern and Santa Fe
Raitway Company. On January 2, 1998, SFP merged with and inta The Burlington Northern and Santa Fe Railway Company. On January 20,
2005, The Burlington Northern and Santa Fe Railway Company changed its name to BNSF Railway Company (BNSF Railway}.

Through its subsidiaries, BNSF is engaged primarily in the freight raif transportation business. At December 31, 2007 BNSF and its subsid-
iaries had approximately 40,000 employees. The rail operations of BNSF Railway, BNSF's principal operating subsidiary, comprise one of the
largest railroad systems in North America.

BNSF's internet address is www.bnsf.com. Through this interet websita (under the "Investors™ link), BNSF mekes available, free of
charge. its Annual Report on Form 10-K, Quarterly Repons on Form 10-Q and Current Reports on Form 8K, es well as all amendments to
those repons, as soon as raasonably practicable after these reports are atectronically filed with or furnished 10 the Sacurities and Exchange
Commissian {SEC). Filings on Forms 3, 4 and § are also available on this website within one day after filing with the SEC. BNSF’s annual
CEQ certification filed pursuant 10 the New York Stack Exchange's Corporate Governanca Listing Standards is filed as an exhibit 10 this Form
10-K. BNSF makes avalable on its website other praviously filed SEC reports, registration statements and exhibits via a link o the SEC's
website at www.sec.gov. The following documents are also made available on the Company's website:

* Code of Conduct

» Code of Business Conduct and Ethics for Scheduted Employees

* Corporate Governance Guidslines; and

+ Charters of the Audit, Compensation and Development and Directors and Corporate Governance Committees

Further discussion of the Company's business, including equipment and business sectors, is incorporated by reference from item 2,
*Properties.”

Item 1A. Risk Factors

The Company faces intense competition from rall carriers and other transportation providers, and its failure to
competeo effectively could adversely affect its results of operations, financial condition or liquidity.

The Company operates in a highly competitive business environment. Depending on the specific market, the Company faces intermodal,
intramodal, product and geographic competition. For example, the Company believes that high service truck fines, due to their ability to
deliver non-bulk products on an expedited basis, have had and will continue to have an adverse effect on the Company’s ability to compete
for deliverias of non-bulk, time-sensitive freight, Whila the Company must build or acquire end mainain its rail system, trucks and barges are
able to use public rights-of-way maintained by public entities. Any material increase in the capacity and quality of these alternative methods
or the passage of legislation granting greater latitude to mator carriers with respact to size and weight restrictions could have an adverse
effect on tho Company's results of operations, financial condition or liquidity. In addition, a failure to provide the lavel of service required by
the Company's customers could rasult in loss of business to competitors.
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A downtnrn in the sconomy or change Lo government policy could negatively impact demand for the Company's services.

Significant, exiended negative changes in economic conditions that impact the producers and consumers of the commedities transported
by the Company may have an adverse effect on the Company's operating results, financial condition or liquidity. In addition, changes in
United States and foreign governmenit policies could change the economic environment and affect demand for the Company’s services.
For example, changes in clean air laws or regulation of carbon dioxide emissions could reduce the demand for coal. Also, United States and
foreign govarnment agriculture tariffs or subsidies could attect the demand for grain,

As part of its railroad operations, the Company frequently transports chemicals and other haeardous materials,

The Company is required to transport thase commodities to the extent of its common carrier obligation, An accidenta! release of these
commodities could result in a significant loss of life and extensive property demage as well as environmental remadiation obligations. The
associated costs could have an adversa effect on the Company's operating results. financial condition or liquidity.

Future acts of lerrorism or war, as well as the threat of war, may cause significant disruptions in the Company's
business oporations.

Terrerist attacks, such as those that occurred on September 11, 2001, as well 85 the more recent attacks on the transportation systems
i Madrid, London and in Indis, and any government response to those types of attacks and war or risk of war may adversely afiect the
Company’s results of operations, financial condition or liquidity. The Company's rait lines and facilities could be direct 1argets or indirect
casuahies of an act or acts of terror, which could causse significant business interruption and result in increased costs and liabilities and
decreased revenues, which could have an adverse effact on its operating results and financiat condition. Such effects could be magnified if
refeases of hazardous materials are involved. Any act of terror, retaliatery strike, susiained military campaign or war or risk of war may have
an adverse impact on the Company’s operating resuhs and financial condition by causing or resulting in unpredictable operating o financial
conditions, including disruptions of rail lines, volatility or sustained increase of fusl prices, fuel shortages, general economic decling and
instability or weakness of financial markeis. In addition, insurance premiums charged for some or all of the coverage currently maintained
by the Company could increase dramatically or cartain caverage may not be available to the Company in the future.

The Company is subject {0 stringent environmental laws and regulations, which may impose significant costs on its
business operations.

The Company's operations are subject to extensive federal, state and local environmental laws and regulatiens concerning, among other
things, emissions to the air; discharges to waters; the generation, handiing, storage, transportation and disposal of waste and hazardous
materials; and the cleanup of hazardous material or petroleum releases. Changaes to or limits on carbon dioxide emissions could result in
significant capital expenditures to comply with these regulations. Further, local concerns on emissions and other forms of poliution could
inhibit the Company's ability 1o build facilities in strategic locations to facilitate growth and efficient operations. in addition, many of the
Comparry's land holdings are and have been used for industrial or transportation-refated purposes of leased 16 commaercial or industrial
companies whose activities may have resulted in discharges onto the property. Ervironmental liabitity can extend to previously owned or
operated properties, leased propenies and properties owned by third parties, as well as to groperties cumently owned and used by the
Company, Environmental liabilities have arisen and may continu to arise from claims asserted by adjacant landawners or other third parties
in toxic tort itigation, The Company has been and may continue to be subject 1o allegations or findings to the effect that it has violated, er is
strictly liable under, these laws or regulations. The Company's operating results, financial condition or liquidity could be adversely affected as
a result of any of the foregoing, and it may be required to incur significant expenses to investigate and remediate envirgnmental contaming-
tion. The Company records liabiiities for environmenta! cleanup when the smount of its liabifity is both probable and reasonably astimable,

The Company's future sncoess depends on its ability to continue to comply with the significant fedsral, state and local
governmential regulations to which it is subject.

The Company is subject to a significant amount of governmental regulation with respect 10 its rates and practices, railroad operations and
& variety of health, safety. fabor, environmental and other matters. Failure 1o comply with applicable laws and ragulations could have a
material adverse effect on the Company, Gavernments may change the legistative framework within which the Company operatas without
providing the Company with any recourse for any advarse effacts that the change may have on its business. Also, soma of the reguiations
require the Company 1o obtain and maintain various licenses, permits and other authorizations, and it cannot assure that it will continue 1o
be able to do so. Increased economic regulation of the rail industry could nepatively impact the Company’s ability to determine prices for
rail services and to make capital improvements to its rail network, resulting in an adverse effect on the Company's results of operations,
financial condition or liquidity.
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The availability of qualified personnel could adversoly affect the Company's operations.

Changes in demographics, training requirements and the availability of qualitied personnel, particularly engineers and trainmen, could
negatively impact the Company's ability to meet demand for rail service. Recruiting and retaining qualified personnel, particularly those with
expertise in the rairoad industry, are vital 1o operations. Unpredictable increases in demand for rail sarvices may exacerbate such risks,
which could have a negative impact on operationat efficiency and otherwise have a material adverse effect on the Company's operating
results, financial condition or liquidity.

Most of the Company's employses are represented by unions, and fallure to succesafully negotiate collective
bargaining agreements may result in strikes, work stoppagoes, or substantially higher ongoing labor costs.

A significant mejority of BNSF Railway's employees are union-representad. BNSF Raitway’s union employees work under collective bargain-
ing agreaments with various labor arganizations. Wages, health and welfare benefits, work rules and other issues have traditionally been
addressed through industry-wide negotiations. These negotiations have generaily taken place over an extended period of time and have
previgusly not resulted in any extended work stoppages. The existing agreemants have remained in effect and will continue to remain
in effect until new agreements are reached or the Railway Labor Act’s procedures (which include mediation, cooling-off periods and the
possibility of Presidential intervention) are exhausted. While the negotiations have not yet resulted in any extended werk stoppages, if
the Company is unable to negotiate acceptable new agreements, it could result in strikes by the affected workers, loss of business and
increased operating costs as a rasult of higher wagas or benefils paid 10 union members, any of which couid have an adverse effect on the
Company’s operating results, financial condition or liquidity.

Savere weather and natural disasters could disrupt normnl business sperations, which wonld rogult in increased
cosis and linbilities and decrsases in revenuss,

The Company's success is dependent on its ability 1o operate its reilroad system efficiently. Severe weather and natural disasters, such as
tomados, fiooding and earthquakes, could cause significant business interruptions and result in increased costs and liabilities and decreased
revenues. In addition, damages to or loss of use of significant aspects of the Company’s infrastructure due to natural or man-made disrup-
tions could have an adverse affect on the Company’s operating results, financial condition or liguidity for an extended period of time until
repairs of replacements could be made. Additionally, during natural disasters, the Company's workforce may be unavailable, which could
result in further defays. Exireme swings in weather could also negatively affect the performance of locomotives and rolling stock.

Fuel supply availability and fuel prices may adversely affect the Company's results of operaticns, financial condition
or Mauidity.

Fue! supply availability could be impacted as a result of limitations in refining capacity, disruptions 1o the supply chain, or rising global demand.
A significant reduction in fuel availability could impact the Company's ability to provide transportation services 81 current levels, increase fuet
costs and impact the economy. Each of these factors could have an adverse effect on the Company's operating results, financial condition o
liquidity. Additionatly, the Company is expected to be able to offset a significant portion of the anticipsted higher fuel costs through its fue!
surcharge pregram in 2008, However, to the extent that the Company is unable to maintain and expand its existing fual surcharge program,
increases in fuel prices could have an adverse effect on the Company’s operating results, financiat condition or liguidity.

The Company depends on the stability and availability of its information technology systems.

The Company refias on information technology in all aspects of its business. A significant disruption or failure of its information technology
systems could result in service interruptions, salety failures, security violations, reguletory compliance failures and the inability to protect
corporate information assals against intruders or other operational difficulties. Although the Company has taken steps 10 mitigate these
fisks, including Business Continuity Planning, Disaster Recovery Planning and Business Impaci Analysis, a significant disruption could
adversely atfect the Company’s rasults of operations, financial condition or liquidity. Additionally, if the Company is unable o acquire or
implement new technology. it may sulfar a competitive disadvantage, which could also have an adverse effect on the Company's results of
operations, financial condition or liquidaty.

The Company's operational depsndencies may adverssly affect results of operations, financial condition or liquidity.

Dusa to the integrated nature of the United States’ freight transportation infrastructure, the Company's operations may be negatively aftected
by service disruptions of other entities such as ponts and ather railroads which interchange with the Company. A significant prolonged
safvice disruption of one or more of these entities could have an adverse effect on the Company's results of operations, financial condition
or liquidity.
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Pergonal injury claims constitute a significant expense, and increases in the amount or ssverity of these clalms could
adversely affoct the Company’s operating results.

The Company is subject to various parsonal injury claims by third parties and employees, including claims by employees who worked around
asbestos until 1985, when its use at BNSF was substantially eliminated. Parsonal injury claims by BNSF Railway employees are subject to
the Federal Employees’ Liability Act (FELAJ, rethar than state workers' compansation laws. The Company believes that the FELA system,
which includes unscheduled awards and a reliance on the jury system, has contributed to increasad expenses in the past. Future avents,
such as increases in the number of claims that are filed, developments in legislative and judicial standards and the costs of settling claims,
could result in an adverse effect on the Company’s operating results.

Item 1B. Unresolved Staff Comments
Nong.
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Item 2. Properties
Track Configuration

BNSF Railway operates aver a railroad system consisting of approximately 32,000 route miles of wrack, exchuding multiple main tracks,
yard tracks and sidings, approximately 23,000 miles of which are owned route miles, including easements, in 28 states and two Canadian
provinces s of December 31, 2007, Approximately 9,000 route miles of BNSF Raitway's system consist of trackage rights that permit BNSF
Railway to operate its trains with its crews over other railroads’ tracks,

As of December 31, 2007 the total BNSF Railway system, including single and multiple main tracks, yard tracks and sidings, consisted of
approximately 50,000 operated milas of track, all of which are owned by or held under easement by BNSF Railway except for approximatety
10,000 route miles operated under trackage rights. At Decernber 31, 2007, approximately 26,000 miles of BNSF Railway's track consisted
of M2Z-pound per yard or heavier rail, ingluding approximately 20,000 track miles of 131-pound per yard or heavier rail,

Equipment Configuration

BNSF Railway owned or had undes non-cancelabla leases exceeding one year the following units of railroad rolling stock and other equip-
mant as of the dates shown belovs.

At Decamber 31, 2007 £006 2005
Locomotives 8,400 6,330 5,790
Freight cars:
Covered hopper 38,439 33,488 34.831
Gondola 13,890 13,808 12,579
Open hopper 11,428 11,277 10,973
Flat 10,470 11,382 8,537
Box 7,848 8,937 8,685
Refrigerator 4,190 4,631 4,983
Tank 427 428 422
Autorack 416 641 748
Cther a4 341 323
Total {reight cars 85,338 85,121 81,881
Domastic chassis 11,714 12.849 12,849
Company service cars 4,070 3,982 4,001
Domastic containers 3,253 3,275 10,412
Trailers 1,200 1,209 1,818
Commuter passanger cars 163 185 179
Average age from date of manufacture-locomotive fleet {years)® 18 15 15
Average age from date of manufacture-freight car fleer {years)* 14 14 15

s These averages are not weighted 10 reflact the greater capacitias of the newar equipment.

Capital Expenditures and Maintenance

Capital Expenditures
The extant of the BNSF Raitway's maintenance and capacity program is outlined in the following table:

Year endeod December 21, 2008 Estimate 2007 2008 ROOS
Track miles of rail laid® 808 994 854 711
Cross ties inserted {thousands) 3,237 3,128 2,857 3,171
Track resurfaced (milas) 13,078 11,687 12,5688 12,790

a Includes both maintenance of existing route system and expansion projects. Expenditures for these maintonance programs are primarily capitalized.
A breakdown of the Company’s cash capital expenditures for the three years ended December 31, 2007, is incorporated by reference from

a table in lem 7 Management's Discussion and Analysis of Financial Condition and Results of Operations under the heading "Liquidity and
Capital Resources; Investing Activities.”
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BNSF's plannad 2008 capital commitments are incorporated by reference from Item 7 Management’s Discussion and Analysis of Financial
Condition and Resuhs of Operations under the heading “Executive Summary; Business Qutlook for 2008

Maintenance

As of Dacembar 31, 2007 General Electric Company, Alstom Transponation, Inc, and Electro-Motive Diesel, Inc, performed locomo-
tive meintenance and overhauls for BNSF Railway st its facilities under various maintenance agreements that covered approximately
4,240 locomotives.

Property and Facilities

BNSF Railway operates various facilities and equipment to support its transportation systam, including its infrastructure and locomotives
and freight cers as previously described. 11 also owns or feases other equipment to support rail operations, including containers, chassis and
vahicles. Suppor facilities for rail operations include yards and terminals throughout its rail network, system locomative shops 10 parform
locomaotive servicing and maintenance, a centralized network operations center for train dispatching and neiwork operations monitoring
and management in Fort Worth, Texas, regional dispaiching centers, computers, telecommunications equipment, signal systems and cther
support systemns. Transter facilities are maintained for raikto-rail s well as intermodal transter of containers, trailers and other freight traffic.
These facilities include 33 major intermodsl hubs located across the system. BNSF Railway's largest intermodal facilities in terms of 2007
volumea were as follows:

Intarmodal Pacilliies Lifte
Hobart Yard (Los Angeles, California) 1,243,000
Logistics Park {Chicago, llinois) 755,000
Corwith Yard {Chicago, Nlincis) 739,000
Willow Springs (lllinois) 636,000
Alliance {Fort Wonh, Texas) 5687.000
Cicero (lllingis) 517.000
San Barnarding (Californial 500,000
Argentine (Kansas City, Kansas) 369,000
Seattle International Gateway (Seatie, Washington} 308,000
Mermphis (Tennessee} 284,000

BNSF Raitway owns 23 automotive distribution facilities and serves eight pont facifities where automobiles are loaded on or unioaded from
multi-teve! rail cars in the United States and Canada.

BNSF Railway's largest freight car ¢lassification yards based on the average daily number of cars processed ({excluding cars that do not
change trains at the terminal, intermodal and coat cars) are shown below:

Daily Avorago
Classification Yards Cars Processed
Argentine (Kensas City, Kensas} 1,807
Galesburg {lllinois) 1,642
Barstow {California) 1,349
Pasco (Washington) 1,274
Tulsa {Oklahomal 1,198

As of December 31, 2007 certain BNSF Railway properties and other assets wearg subject {0 liens securing $102 million of mortgage debt.
Certain locomotives, rolling stock and facilities of BNSF Railway were subject to equipment leases and finanging obligations, as refaired to
in Notes 9 and 10 to the Consclidatad Financial Statements.

Productivity

Productivity, as measured by thousand gross ton miles per employea, is shown in the table below. Gross ton miles is defined as the product
of the number of loadad and empty miles travelad and the combined weight of the cer and contents. Certain prior pericd amounts have
been adjusted to conform to current year presentation,

Year anded December 31, W07 20046 2006

Thousand gross ton miles divided by average number of employees 27.282 27,002 28,084
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A discussion of Employees and Labor Relations is incorporated by reference from ltem 7 Management’s Discussion and Analysis of
Financial Condition and Rasults of Operations, under the heading "QOther Matters; Employee and Labor Relations.”

Business Mix

In serving the Midwest, Pacific Northwest and the Western, Southwestern and Southeastern regions and ports of the country, BNSF
transports, through one operating transportation services segment, 8 range of products and commedities derived from manufaciuring,
agricuttural and natural resource industries. Approximately 65 percent of the freight revenues originated by the Company is covered by
conuractual agreements of varying duration, while the balance is subject 10 commeon carrier, published prices or quotations offered by tha
Company. BNSF’s financial performance is influenced by, among cther things, general and industry economic conditions at the international,
national and regional levels. The following map illustrates the Company's primary routes, including trackape rights, which allow BNSF to
access major cities and ports in the western and southern United States as well as Canadian and Mexican traffic. In addition to major
cities and ponis, BNSF efficiently serves many smaller markets by working closely with approximately 200 shertlina partners. BNSF has
also entered into marketing agreements with CSX Transportation, Canadian Nationa! Railway Company and Kansas City Southern Raitway
Company, expanding the marketing reach for sach railroad and their customers,

BNSF Lines and Trackage Righis
Ragional Connections
~+-==+= Intermodal Haulage Arrangement

Consumaer Products:
The Consumer Products' freight business provided approximately 37 parcent of freight revenues in 2007 and consisted of the following
business sectors:

* International Intermodal — International business consists primarily of container traffic from steamship companies such as Maersk,
Hyundai and Yang Ming. International Intermodel accounted for approximately 46 percent of total Consumer Products revenuss.

* Domastic Intermodal — Domaestic Intermodal genarated approximately 45 percant of total Consumer Products rélvenua. The
Domestic Imarmodal sector is comprised of the foliowing business areas:

¢ Truckload/Intermodal Marketing Companies — The Truckload business area is comprised of full ruckload carriers such
as J.B. Hunt Transportation, Schneider National and Swift Tiansportation. The Intermodal Marketing Companies business area is
comprised of shippers’ agents and consolidators such as the Hub Group.
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o Expedited Truckload/Less-than-Truckload — This business area is comprised of less-than-truckload carriers and parce! car
rigrs such as United Parcel Service and YRC Worldwide. It also includes expedited truckioad carriers such as Werner Enterprises,
Stevens Transport and U.S. Xpress Enterprises.

: * Automotive — The transportation of both assembled motor vehictes, primarily those manufactured outside of the United States,
and shipments of vehicle parts to nurnerous destinations throughout the Midwest, Southwast, Wast and Pacific Northwest provided
about 9 percent of 1otal Consumer Products revenues.

]

i

Industrial Products:
The industrial Products’ freight business provided approximately 24 percent of BNSF's freight revanues in 2007 and consisted of the
following five business areas:

* Construction Products — The Consiruction Produtts sector represented approximately 33 percent of total Ingusirial Products
revenues in 2007 This sector serves virtually alt of the commaodities included in, or resulting from, (he producition of stesl along with
mingral commodities such 8s clays, sands, cements, aggregates, sodium compounds and other industrial minerals. Industrial taco-
nite, aniron ore derivalive produced in northern Minnesota, scrap steel and coal coke are BNSF's primary input products transported.
Finishad stee! products range from structural beams and stes coils to wire and nails. BNSF links the integrated steel mills in the East
with fabricators in the West and Southwest. Service is also provided te various mini-mills in the Southwest that produce rebar, beams
and coiled rod for the construction industry. Industrial minerals include various mined and processed commodities such as cement
end aggregates {construction sand, gravel and crushed stone) that ganerally move to domestic markets for use in ganeral construc-
tion end public work projects, including highways. Borates and clays mova to domestic points as well as to expart markets primarily

H through Wast Coast ports. Sodium compounds, primarily soda ash, are moved 1o domestic markets for use in the manufacuring of
glass and other industrial products. Sand is utilized in the manufaciuring of glass and in foundry and oil drilling applications.

Building Products — This sector generated approximately 29 percent of total 2007 Indusirial Products revenues and includes

primary forest product commodities such as lumber, plywood, oriented strand board, particleboard, paper products, putpmill feed-

stocks, wood pulp and sawlogs. Alse included in this sector are government, machinary and waste traflic. Commodities from this

‘ diverse group primarily originate from tha Pacific Northwest, Western Canada, uppsr Midwest and the Southeast for shipment
mainly into domestic markets. Industries servad include construction, fumniture, photography, publishing. newspaper and industrial
packaging. Shipments of waste, ranging from municipal waste 10 contaminated soil, are transported to landfills and reclamation
centars across the country. The government and machinery business includes aircraf parts, agricultursl and construction machinery,
military equipment and large industrial machinery.

* Petroloum Products — Commoditias included in the Petroleum Products sector are liquefied petroleum gas (LPG), diese! fuels,
1 asphalt, alcohal, solvents, petroleumn coke, lubes, oils, waxes and carbon black. This group made up 16 percent of 101al Industsial
Products revonues for 2007 Product use veries based on commodity and includes the use of LPG for heating purposes, dieset fual
and lubes to run heavy machinery and asphalt fer road projscis and roofing. Products within this group originate and terminate
throughout the BNSF network, with the largest areas of activities being the Texas Gult, Pacific Northwest, California, Montana and
IHinois.

Chemilcals and Plastic Products — The Chemicals and Plastic Products sector represented approximately 14 percent of total
2007 Industrial Products revenues. This group is composed of industrial chemicals and plastics commodities. These commoditios
include caustic soda, chioring, industrial gases, acids, polysthylene, polypropylena and polyvinyl chloride. industrial chemicals and
plastics resins are used by the avtomotive, housing and packaging industries, as well as for feedstocks, 10 produce other chemicals
and plastic preducts. These commodilies originate primarily in the Gulf Coast region for shipment mainly into domestic markets.

, * Food and Beverages — Food and Beverages represented approximataly 8 percent of total 2007 Industrial Products revenues. This
I group consists of beverages, canned goods and perishable food itams. Other consumer goods such as cotton, salt, rubber and tires
and miscellaneous boxcar shipments are also included in this business area.




Coak

In 2007, the transportation of coal contributed about 21 percent of freight revenues. BNSF is one of the largest transporters of low-sulfur cos!
in the United States. More than 90 percent of all BNSF's coal tons originaied from the Powder River Basin of Wyoaming and Montana. These
coal shipments were destined for coakfired elactric generating stations located primarily in the North Central, South Central, Southeast,
Mounitain and Pacific Northwest regions of the United States. BNSF also transports coal from the Powder River Basin to markets in Canada
and the eastarn United States. Demand for Powder River Basin coal has increased substantially over the past 20 years due Lo its relatively
low sulfur contant, abundant reserves, retatively inexpensive mins production and compatitive deliverad cost to power plants.

Other BNSF coal shipments originate principally in Colorado, Hllinais, New Mexico and North Dakota. These shipments mave 10 electrical
genarating stations and industrial plants in the Mountain and North Central regions of the United States and o Mexico.

Agricultural Products:

The transportation of Agricultural Products provided approximately 18 percent of 2007 freight revenues. Thase products include wheat,
corn, bulk foods, soybeans, oil seeds and meals, feeds, barley. oats and rye, flour and mill products, milo, cils, specialty grains, mak, ethanol
and fertilizer. The BNSF system is strategically located to serve the grain-producing regions of the Midwest and Great Plains. Tha Company
continues to develop and operate a shutile network for grain and grain products, which alfows more efficient use of equipment and improved
cycle times. In addition to serving most grain-producing areas, BNSF gerves most major terminal, storage, feeding and food-processing
tocations. Furthermore, BNSF has access 10 major export markats in the Pacific Northwest, western Great Lakes, Texas Gulf and Mexico,

Freight Statistics

The following table sets forth certain freight statistics relating to rail operations for the periods indicated. Centain prior period amounts have
baen adjusted to conform to current year presantation.

Year snded December 31, 2007 2008 2003
Revenue ton miles {millions}* a37,572 647,857 804,856
Freight revenue per thoysand revenue ton miles 8 23.34 $ 2245 $ 2085
Average tength of haul [milas) 1,079 1,087 1,088

o Revenua ton miles is definad as the product of the number of loaded miles 1ravelod and the weight of the contents.
Revenue, carsfunits and average revenug per car/unit information for the three years ended Decamber 31, 2007 is incorporated by refer

ence from a table in ltem 7, Managemem’s Discussicn and Analysis of Financial Condition and Results of Operaticns, under the heading
*Results of Operations; Revenue Tabte”

Government Regulation and Legislation

The Company is subject 1o federal, state and local laws and regulations generally applicable to all businesses. Rail operations are subject to
the regulatory jurisdiction of the Surface Transportation Board {STB) of the United States Depanment of Transportation (DOT), the Federal
Railroad Administration of the DOT, the Occupational Safety and Health Administration {OSHA), as well as other federal and state regulatery
agencies. The STB has jurisdiction over disputes and complaints involving cartain rates, routes and sarvices, the sale or abandonmant of rail
lines, applications for line extensions and consiruction and consolidation or merger with, or acquisition of control of, rail common carriars.
The outcome of STB proceedings can affect the profitability of BNSF's business.

DOT and OSHA have jurisdiction under several federal statutes over a number of safaty and health aspects of rail operations, including the
transpontation of hazardous materials, State agencies regulate some aspects of rail operations with respect to health and safety in areas
not otherwise preempted by federal law.

BNSF Railway's rail operations, as well as those of its competitors, are also subject to extensive federal, state and loca! environmenial
regulation, These laws cover discharges to water, air emissions, toxic substances and the generation, handling, storage, transportation and
disposal of wasie and hazardous materials, This regulation has the effect of increasing the cost and liabilities associated with rail operations.
Environmental risks are also inherent in rail operations, which frequently involve transporting chemicals and othes hazardous materials.
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Many of BNSF Railway's land holdings are and have been used for industrial or transponation-related purposes or leased 10 commercial or
industrial companies whose aclivities may have resulted in discharges onto the propenty. As a resul, BNSF Railway is now subject to, and
will from time to time continue to be subject te, environmental cleanup end enforcement actions. In particular, the federal Comprehensive
Envirenmental Response, Compensation and Liability Act {(CERCLA), alsc known as the Superfund law, generally imposes joint and several
liability for cleanup and enforcement costs on current and former cwners and operators of a site, without regard to fault or the legality of
tha griginal conduct. Accordingly, BNSF Railway may be responsible under CERCLA and other federal and state statutes for all ar part of the
cos1s 1o clean up sites at which centain substances may have been released by BNSF Railway, its current lessees, former owners or [esseas
of propeniies, or other third pariies, Further discussion is incorporated by referance from Nete 10 to the Consolidated Financia! Statements.

Railroad Retirement

Railroad industry personnel are covered by the Railroad Retirerment System instead of Social Security. BNSF Railway's contributions under
the Railroad Retirement System have been almost triple those In industries covered by Social Security. The Railroad Retirament System,
funded primarily by payroll taxes on covered employers and emplayees, includes a benefit roughly equivalent to Social Security (Tier [}, an
additional benefit similar to that allowed in some private defined-banefit plans (Tier |1} and other benefits. For 2007 the Railroad Retirement
Systern required up to a 19.75 percent contributicn by raitrpad employers on eligible wages, while the Social Security and Medicare Acts
only required a 265 percent contribution on sirmitar wage basas.

Competition

The businass environment in which BNSF Railway operatas is highly compatitive. Depending on the specific market, deregulated motor car
riers, other railroads and river barges may exert pressure on price and service levels, The presence of advanced, high service truck lines with
expedited delivery, subsidized infrastructure and minimal emply mitsage continues 1o affect the market for non-bulk, time-sensitive freight.
The potential expansion of longer combination vehicles could further encroach upon markets traditionally served by railroads. |n ordar to
ramain competitive, BNSF Railway and other railroads continue to develop and implement operating efficiencies to improve productivity.

As railroads streamline, rationalize and otherwise enhance their Iranchises, competition among rall carriers intensifies. BNSF Railway's
primary rail competitor in the Western region of the United Siates is the Union Pacific Railroad Company. Other Class | railroads and numer-
ous regional railroads and motor carriers also operate in parts of the same territories served by BNSF Raitway.

Based on waekly reporting by the Association of American Railroads, BNSF's share of the western United States sail traffic in 2007 was
approximately 49 percent,

Item 3. Legal Proceedings

Beginning May 14, 2007, 27 similar class action complaints were filed in six federal district courts around the country against BNSF and four
other Class | railroads (and, in some cases, the Association of American Railroads) alleging that they have conspired to lix fugl surcharges
with respect 10 unregulated freight transportation services in violation of the antitrust laws and seeking injunctive relief and unspecified
treble damages. On Novemnber 6, 2007 the Judicial Panel on Multidistrict Litigation entered an order to consolidate cases in the federal
district count of the District of Columbia for coordinated or consolidated pretrial proceedings. (In re: Rail Freight Fuei Surcharge Antitrust
Litigation, MDL No. 1869). The Company believes that these claims are without merit end intends to defand against the allegations vigor-
ously. The Company is also responding 1o a state grand jury subpoena requesting production of information related to fuel surcharges. The
Company does not believe that the outcoms of any of thess proceedings will have a material sffect on its financial condition, results of
operations or liquidity.

Information concerning certain pending tax-related sdministrative or adjudicative siate proceedings o appeals is incorporated by reference from
Note 5 to the Consolidated Financial Staternents, and information concarning other ¢laims and litigation is incorporated by reference
from Note 10 to the Consolidated Financial Statements.
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item 4. Submission of Matters to a Vote of Security Holders
No matters were submitied by BNSF to a vote of its securities holders during the fourth quaner of 2007

Executive Officers of the Registrant

Listed below are the names, ages and positions of ali executive officers of BNSF and their business exparience during the past five yaars.
Executive officars hold office until their successors are elected or appointed, or until their earlier death, retirement, resignation of removel.

Matthew K. Roae, 48
Chairman, President and Chief Executive Officer of BNSF since March 2002.

Thomas N. Hund, 54
Executive Vice President and Chiel Financial Officer since January 2001,

CanR.lco, 51
Executive Vice President and Chie! Operations Officer since January 2001,

John P Lanigan, Jr., 52
Executive Vice President and Chiel Marketing Cfficer since January 2003.

Roger Nober, 43
Executive Vice President Law and Secretary since January 2007 Prior 1o that, pariner of Steptoe & Johnson LLP Washington, DC {law firm}
from March 2006 and Chairman of the United Statas Surfage Transportation Board from November 2002 - January 20086.

Peter J. Rickershauser, 59
Vice President-Network Development since May 1999.
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Part II

Item 5. Market for Registrant’s Common Equity,

Related Stockholder Matters and Issuer Purchases of Equity Securities

BNSF's common stock is listed on the New York Stock Exchange under the symbol “BNI” Information as to the high and low sales prices
of such stock for the two years ended December 31, 2007 and the frequency and amount of dividends declared on such stock during such

periods, is set forth in Note 16 to the Consolidated Financial Statements. The approximate number of holders of record of the common
stock at February 4, 2008, was 32,000.

Common Stock Repurchases

The following table presents repurchases by the Company of its common stock {or each of the three months for the quarter ended
December 31, 2007 (shares in thousands):

Issuer Purchasss of Equity Bocurities

Moaximom Number
Total Number of Shares of Shares That May
Purchased us Part of Yot be Purchased
Total Numbear of Average Price Publicly Annonneod Under the Plans
Poriod Shares Purchasoed"® Paid Per Share Plans or Programs® or Programs®
Cctobar 1 -3 T2 $ 85.22 270 32,6843
November 1 - 30 1,987 85.51 1,867 30,676
December 1-31 1,282 85.23 1,176 28,501

Total 3,521 $ 85.39 3,412

8 Total number of shares purchased includes approximately 109 thousand shares wheras employees delivered already owned sharas or used an atlestation
procedure to satisty tha exercise price of stock options or the withholding of tax peyments. Total number of snares purchased does not include
approximately 117 thousand shares acquired from employaes 1o satisfy tax withholding obligations that arose on the vesting of restricted stock or the
exarcisa of stock options,

b On July 17 1997 the Board initielty authorized and the Compeny announced the repuichase of up to 30 million shares of the Company’s common stock
from time to time in the open market, On December 9, 1899, April 20, 2000, Seplember 21, 2000, January 16, 2003, December 8, 2005 and February
14, 2007 the Board authorized and the Company announced extensions of tha BNSF shara repurchase program, adding 30 mitlion shares al each date
for a 1012l of 210 million shares authorized, The share repuschase program does not have an expiration date.
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Item 6. Selected Financial Data

The following 1able presents, as of and for the dates indicated. selected historical financial information for the Company (in millions, except
per share data):

Decombor 91, 2007 2008° B0OS" 2004" 2003"

For tho year ended:

Revenues § 15,802 $ 14,085 $ 12,887 $ 10,946 $ 0,413
Operating income § 3,488 $ 3,521 s 2827 8 1.709° 3 1875
Income before cumutative efact of

accounting change $ 1,829 $ 1,886 $ 1,534 $ 805° $ 7837
Basic earnings per share {before cumulative

elact of accounting change) & 619 $ 523 $ 4a3° s 2.8 $  2a
Average basic shares 352.5 361.0 371.8 370.0 369.1
Diluted earnings per share (before cumulative

effact of accounting change) $ 5.10 $ b.11 s 4020 s 214 $ z.10
Average diluted shares 358.9 369.8 3818 are.e arz2.a3
Dividends declared per common share $ 1.14 $ 080 3 074 $ 0064 $ 054
At year end:
Total assets % 393,583 $ 31,797 $ 30,438 & 29,023 $ 27,050
L.ong-term dabt and commercial paper,

including current portion $ 8.146 $ 7.385 $ T.154 $ 6,516 $ 8684
Stockholders’ equity $ 11,144 $ 10,528 $ 0.638 $ 9,428 $ 8,608
Net debt 1o total capitalization® 41.2% 40.0% 42.3% 39.6% 43.8%
For the ysar ended:
Total capitsl expenditures $ 2,248 $ 2,014 $ 1,750 $ 1,527 $ 1,728
Depreciation and amortization $ 1,283 $ 1,178 $ 1111 $ 1,035 $ 027

a Prior year numbers have been adjusted for the retrospective adoption of Financial Accounting Standards Board (FASB} StaHf Position (FSP) AUG AfR-1,
Accounting for Planned Major Maintgnanca Activitias. See Note 2 1o the Consolidated Financial Statemenits for sdditional information.

b 2005 operating income, income before cumulative effect of accounting change and earnings per sharg include an impairment charge related (o an
sgreement to sell certain line sagments 10 the State of New Mexica in Lhe futura of $71 million pre-tex, $44 million net of tax, or $0.12 per basic and
diluted share. See discussion under Item 7 Mansgement's Discussion and Anatysis of Financial Condition and Results of Operations, under the heading
“New Mexico Depantment of Transportation.”

© 2004 operating income, income before cumutative effact of accounting change and earnings per share include a charga for a change in estimate of
unasserted asbastos and environmentat liabilitiss of $465 million pre-tax, $288 million ne: of 1ax, or $0.78 per basic share and $0.77 per diluted share.

d 2003 incorme bafore cumulative etfect of accounting change excludes the favorable cumulativo effect of an accounting change for asset retirernant
obligatiana of $39 million, net of tex, or 30,11 per basic share and $0.10 per diluted share.

2 Net debtis calculated as total debt llong-term debt and commaicial paper plus long-1erm debt due within one yoar) less cash and cash equivalents, and
tora) capitalization is calculated &s the sum of nat debt and 1otal stockholiders’ equity.
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Item 7 Management’s Discussion and Analysis of

Financial Condition and Results of Operations

Management’s discussion and analysis relates to the financial condition and results of operations of Burfington Northan Santa Fe Corporation
and its majority-owned subsidiaries {collactively BNSF. Registrant or Company}, The principal aperating subsidiary of BNSF is the BNSF

Raitway Company (BNSF Railway) through which BNSF derives substantially all of its revenues. All earnings per shara information is stated
on a diluted basis.

Company Overview

Tnrough its subsidiaries, BNSF is engaged primarily in the freight rail transportation businass. BNSF's primary operating subsidiary, BNSF
Railway. operates one of the largest North American rail networks with about 32,000 route miles in 28 states and two Canadian provinces.
Through its one operating transponation segment, BNSF Raitway transports a wide range of products and commaodities including Consumer
Products, Industrial Products, Coal and Agricultural Products.

Additional operational information, including weekly intermodal and carload unit reporis as submitted to the Association of American
Railroads (AAR} and annual reports submitted to the Surface Transportation Board (ST8), are available on the Company's website at
www.bnsf.com/investors.

Executive Summary

Fiscal Year 2007 — Financial Qverview
» The Company achieved earnings of $5.10 per share comnpared with 2006 earnings of $5.11 par sharg.

* Freight revenuss increased 6 percent 1o $15.3 billion, which included revenua increases in each of the Company’s four business
groups.

o Of the 6-percent increase in freight revenue, 6 percent, 1 percent and 1 percent was attributable to price, unit growth and fus!
surcharges, respectively. These were pantially offset by a decrease due to changes in business mix.

*» Operating expenses for 2007 increased 7 percent compared with 2006, largely driven by a $463 million increase in fual expensa
primarily reflecting increased fuel prices and & reduced fuskhedge benelfit.

* Operating income of $3.5 billion for 2007 decreased $35 millien from 2006 despite a $310 milion reduction in fuekhadge benefit.

» Each year capital expenditures are a significant use of cash for BNSF In 2007 BNSF increased its cash capital expenditures to $2.25
billion from $2.01 billion in the prior year primarily due to both mainienance of BNSF's track structure and additional expansion
projects undertaken in 2007 Despite tha increase in capital expenditures, BNSF's capital commitments, which includes both cash
spent for capital and locomotive leases, decreased approximately $80 million to $2.59 billion in 2007 due to fewer locomotive leasas
entered into in 2007 as compared to 2006.

Business Outlook for 2008
* BNSF expects to sea revenue growth in the high single digits on about flat unit volumes.

+ Combining projected revenue growth with an ongeing focus on productivity, low double-digit growth in earnings per share is
achievable,

* The Company’s planned capital commitment program for 2008 is approximately $2.45 billion as compared to $2.59 billion in 2007
The dacrease in the capital commitment program versus priof year is principally related to lower expansion capital driven by lower
anticipated demand.

© BNSF anticipates leasing 200 locomotives with a cost of about $400 millien and investing over $200 million in track and facilities to
axpand capacily 10 continue to meet demand for consistent freight rail service. The 2008 capacity expansion program is expectad
to be approximately $350 million lower than 2007

© The Company expects to spend more than $1.8 billion to keep its infrastructure strong by refreshing wack, signal systems, struc-
res, freight cars and implementing new technologies,
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Results of Operations

Revenue Table
The following table presents BNSF's revenue information by business group for the years ended December 31, 2007 2006 and 2005.

Yoar onded Bavenues (in millions) Cars / Units (in thousands)  Average Revenue Per Car / Unit
December 31, 2007 2008 2005 2007 2006 2005 2007 2006 2005
Consumer products $§ 5684 $ 5813 % 4898 6,149 5520 5215 § 1,100 § 1,017 § 939
Industrial products 3,654 3,689 3,128 1,864 1,686 1,855 22814 2,129 1,880
Coal 3,279 2,018 2,448 2,472 2,458 2,238 1,326 1,186 1,094
Agricultural products 2,722 2,427 2,132 1,033 973 2918 2,630 2,494 2,328
Total freight revenues 15,349 14,545 12,806 10,318 10,637 10,024 § 1,488 § 1,367 $ 1,258
Other revenues 453 440 381

Totaloparating revenues § 15,802 § 14,085 § 12,987

ExpenseTable
The following table presents BNSF’s expense information for the years ended December 31, 2007, 2006 and 2005 (in millionsh:

Yeoor ondod December 31, 2007 200" 2005*
Compensation and benefits 8 3,713 $ 3818 $ 3,816
Fuel 3,197 2,734 1,858
Purchased services 2,023 1,806 1,713
Depraciation and amortization 1,293 1,176 1,111
Equipment rents 942 830 ses
Materials and other 1,088 002 B76
Total operating expenses $ 12,316 $ 11,464 $ 10,0680
Interest expense 8 511 $ 485 $ 437
Other expanse, nat % 18 $ 40 8 a7
Income tax expense 8 1,128 $ 1,107 L3 219

8 Prior year numbess have been adjusted for the retrospective adoption of FSP AUG AIR-1, Accounting for Pianned Major Maintanance Activities.
See Note 2 to the Consolidated Financial Statements for additional information.

Year Ended December 31, 2007, Compared with Year Ended December 31, 2008
BNSF recorded net income for 2007 of 51,829 million, or $5.10 per share. In comparison, net income for 2006 was $1,889 million, or $5.11
per share.

Revenues

Freight
Freight revenues of $15,348 million for 2007 were $804 millior, or § percent highar than 2006. Fraight revenues reflected a 3-percent
decrease in unit volumes. Freight revenues included an increase of approximately $150 million in fue! surcharges compared with the
same 2006 period. Growth in prices and fuel surcharges drove averape revenue per carfunit up 9 percent in 2007 to $1,488 from $1,367
in 2006.

Consumer Products Automotive
The Consumer Products’ freight business includes a significant intermodal compo- %

f.

nent and consists of the following three business areas: intarnational intermodal,
dormestic intermodal and automotiva.

Domastic

Intermodal

45% International
Irtarmodal
46%
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Consurmer Products revenues of $5,664 million for 2007 were $51 million, or 1 percent, higher than 2006, Higher revenue per unit due 16
improved yietds and fuel surchargas was partially offset by lower volumes related to economic softness as well as reduced transpacific
service of a large international customer.

Industrial Products

Industrial Producis’ freight business consists of five business areas: con-
struction products, building products, pstroleumn products, chemicals and
plastic products and food and baverages.

Petroteum Products
1

™. Construction Products
N\ 3%

Food & Baverages
Industrial Products revenues increased $95 million, or 3 percent, 1o $3,684 6%
million for 2007 while unit volumes declined 1 percent. The d-percent
INCIEBse in EVerage revenus per car was imainty the result of price increases.  Building ""°"“2‘g;‘
Strong demand for petroleum products, chemicals and plastics was offset by
a decline in building products as a result of weakness in the housing market.

Chemicals &
Plastic Products
14%

Coal
BNSF is cne of the largest transporters of low-sulfur coal in the United States. More than 80 percent of all BNSF's coal tons originate from
the Powder River Basin of Wyoming and Montana.

Coal revenues of $3,279 million for 2007 increased $363 million, or 12 paercent, versus o year age dug to improved yields, contractual
inflation escalaters, increased tons per unit and fuel surcharges. Coal unit volumes increased 1 percent despite mine production and
waatherrelated issuas.

Agricuftural Products Cormn
The Agricultural Producis’ {raight business transperts agricultural products % Wheat
including corn, wheat, soybeans, bulk foods, ethanol, ferilizer and other 19%
producis, Elhag:‘:

. . - Soybeans
Agricutra) Products revenues of $2,722 million for 2007 weie $295 million, Fertilizer %
of 12 percent higher than revenues for 2006, This increase was primarily n%
due to strong volume growth, favorable mix of busingss and price increases Bulk Foods Othar

9%

with the strongest revenue growth in wheal, soybeans, butk foods, ethanol 23%

and fertilizer.

Othar Revenues

Other revenues increased $13 million, or 3 percent, to $453 miltion for 2007 compared to 2008. This increase was primarily due to volume
growth of BNSF Logistics, an indirect, wholly-owned non-rail subsidiery that specializes in providing third-party logistics and ransportation
services.

Expenses
Tola! operating expaenseas for 2007 werg $12,316 million, an increase of $852 million, or 7 percent over 2006.

Compensation and Benefits

Compensation and benefits includes expenses for BNSF employee wages, health and welfare, payroll taxes and other related items. The
primary factors influencing the expenses recorded are volume, headcount, utilization, wage rates, incentives earned during the period,
benefit plan participation and pension expenses.

Compensation and benefits expenses of $3.773 mitlion were $43 million, or 1 percent tower than 2006, on flai employee headcount. Wages
and benefit increases were offset by lower variable compensation costs and other cost controls.

Fuel
Fuel expense is driven by market price, the levet of locomotive consumption of diesel fuel and the effects of hedging activities.

Fuel expenses of $3,197 million for 2007 were $463 miillion, or 17 percent, higher than 2006. The increase in fuel expense was due 1o an
increase in the average all-in cost per gallon of diese! fue!, partially offset by a decline in consumption related to improved fual efficiency. The
average allHn cost par gallon of diasal fuel increased by 37 cents to $2.22, or $538 million, which is comprised of an increase in the average
purchase price of 16 cants, or $228 million, and a dacrease in the hadge benefit of 21 cents, or $310 million (2007 benefit of $31 million less
2006 benetit of $341 mitlion). Consumption in 2007 decreased 36 million gallons to 1,442 million gallons when compared with consumption
in the same 2006 period, resulting in a $75 million decrease in fuel expanse.
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Purchased Sarvices

Purchased services expense includes ramping (lifting of containers ento and o of cars); drayage (highway movements to and from raitvay
facilities); maintenance of locomotives, freight cars and equipment; transportation costs over other railroads; technology servicas outsourc-
ing; professional services; and other contract services provided to BNSF Purchased services expense also includes purchased transporta-
tion costs for BNSF Logistics, an indirect, non-rail subsidiary of BNSF that specializes in providing third-party logistics and transportation
services. The expenses are driven by the rates established in the related contracts and ihe volume of services required.

Purchased sarvices expensas of $2,023 million for 2007 were $117 million, or 6 percent higher than 2006. Beyond general inflaticn, the larg-
est drivers of this increase were {i) $25 million in haulage payments for transponiation over other railroads, principally due to a new southaast
intermodal agreement: (i) $20 million in purchased transpornation costs for BNSF Logistics; fiii) $10 million in locomotive maintenance costs;
and {iv) $10 million in ramping costs (lifting of containers onto and off of cars).

Depreciation and Amaortization

Depreciation and amortization expenses for the period are determined by using the group method of depreciation, applying a single rate
10 the gross investment in a particular ¢lass of proparty. Due 10 the capitakintensive nature of BNSF's operations, depreciation expense
is 2 significant component of the Company’s operating expense. The full effect of inflation is not reflected in operaling expenses since
depreciation is based on historical cost.

Depreaciaiion and amorntization expenses of $1,283 million tor 2007 were $117 million, or 10 percent higher than 2006. This increase was
primarily due to continuing capita! expenditures as well gs updated depreciation rates for locomotives (see discussion under the heading
“Critical Accounting Estimates; Depreciation”).

Equipment Rants

Equipment rents expenss includes long-term end shart-term payments primarily for locomotives, freight cars, containers and uailers. The
expense is driven primarily by volume, lease and rental rates, utilization of equipment and changes in business mix resulting in equipment
usage vanances.

Equipment rents expenses for 2007 of $342 million were $12 million, or 1 percent, higher than 2006, on a 3-percent decline in unit volumes,
The variance represents an increase in locomotive lease expense, partially offset by a decrease in freight car equipment expense due to the
impact of the Cerpany's privatization efforts, lower volumes and velocity improvements for freight car equipment.

Matarials and Other

Material expenses consist mainly of the costs involved to purchase machanical and engineering materiats, in addition to other itams for
construction and maintenance of property and equipment. Other expenses include personal injury claims, environmental remediation and
derailmenis as we!ll as utilities, impairments of long-lived assets, locomotive overhauls, property and miscellaneous taxes and employee
separation costs. The total is offset by gains on land sales and insurance recoveries.

Materials and other expenses of $1,088 million for 2007, which consisted of approximately $450 million of materials expense with the
remainder consisting of numerous other items, wera $186 million, or 21 percent higher than 2006. The increase was primarily due to
increases of approximately (i} $65 million and $16 million first quarier enviranmental and techrology charge, respectively (see discussion
under the heading "Other Matiers; Charge for Environmental Costs and Technology Systerm Write-Ofi); (i $40 million in environmental
remediation developments; {iii} $25 million due largsly 10 rising costs for materials for locomotives, freight cars and track structure; and
{iv} $20 million in crew transportation costs principaliy due 1o increased fuel and insurance-related costs as well as increased usage due 10
adverse weather, In sddition, a $22 million gain from a line sale to the Siate of New Mexico was recorded in 2006 (see discussion under
the heading “Other Matters; New Mexico Departmant of Transportation™).

interest Expense
Interest expanse of $511 million for 2007 was $26 million, or 5 percent higher than 2006. This increase was primarily the result of a higher
average debt balance, panially offset by lower average rates.

Income Taxes
The effective rate in 2007 was 38.2 percent compared with 36.9 percent for tha prior year. The increase in the effective tax rate primarily
reflects income tax adjustments that favorably impacted income tax expense [n 2006 as compared with 2007,

Year Ended December 31, 2006, Compared with Year Ended December 31, 2005

BNSF racorded net income for 2006 of $1,889 million, or $5.11 per share. In comparison, net incoma for 2005 was $1,534 million, or $4.02
pers share, which included a $0.12 per share impairment chaige related 10 an agreement to selt certain line segments to the State of New
Menxico {see discussion under heading "Other Maners; New Mexico Depanment of Ttansportation™).
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Revenues

Fraight

Fraight revenues of $14,545 million for 2006 were $1,939 million, or 15 percent higher than 2005. Freight revenues refiected a 6-parcent
increase in volumes, Freight revenues include an increase of approximately $600 million in fuel surcharges compared with the same 2005
period. Growth in prices and fue! surchasges drove average revenus per carfunit up 9 percent in 2006 to $1.367 from $1,258 in 2005.

Consumer Products Domest] Automotive
Consumer Products revenues of $5,613 million for 2006 were $715 million, ,marﬁ?sj ™, 8%
or 15 percent greater than 2005, The increase in averaga revenug per unit 46% d

of 8 percent was primarily related 1o price increases and increased fuel
surcharges. Additionally, carsfunits increased by 6 percent due primarily to

growth in iniernational intermodal. International

Intermodal
46%
Industrial Products
Industrlal_Ffrodums revenues lncrease?d $461 million, or 15 percent, 10 Petroloum Products ) Building Products
$3.589 million for 2006. The revenue increase was driven by double-digit 14% ~, 3%
growth in four of the five business areas. The 13-percent increase in
average revanue per car was the result of price increases and increased Food & 9“9’09;‘:

fuel surcharges. Units increased 2 percent driven by demand for plastics,
pairoleun products and steel, partiafly offset by softness in demand for .
building products. Construction Prod;;’t;

Chamicals &
Plastic Products
13%

Coal

Coal revenues of $2,916 million for 2006 increased $468 million, or 19 percent, versus 2005. The revenue increase was primarily driven by
a i0-percent increase in volumes rasulting from significant customer demand and greater line throughput due to increased network fluidity.
Average revenue per car increased 8 percent driven by contractual price escelations, increased length of haul and fue! surcharges.

Agricultural Products Com
Agricultural Products ravenues of $2,427 million for 2006 ware $295 million, 28%
or 14 percent higher then ravenues for 2005. This increase was primarily due
to @ 7-parcent increase in average revenus per car, which was driven by both

L . . - Fartilizer
prica increases and increased fusl surcharges associated with higher fuel 10%
prices, and a 6-percent increase in volume driven primarily by an incraasa in
demand for corn.

Wheast
16%

Sovheans
8%

Ciher

Bulk Foods
9% 2%

Other Revenues

Other revenues increased $59 million, or 15 percent, to $440 million tor 2006 compared 10 2005. This increase was primarily due to
increases in demurrage charges and volume growth of BNSF Logistics, an indirect, wholly-owned non-rail subsidiary that specializes in
providing third-party logistics and transportation services,

Expensas

Total operating expenses for 2006 were $11,464 million, an increase of $1,404 million, or 14 percent over 2005. The increase in operal-
ing expenses was primarily the result of significant fuel price increases and a 6-percent increase in gross-ton miles handled. Qperating
expenses for 2005 were impacted by a $71 million pra-tax impairmant charge related 1o an agreemant to sell cenain ling segments to the
State of New Mexico.

Compensation and Benefits

Compensation and benefits expenses of $3,816 million were $301 million, or 8 percent higher than 2005. The increase was primarily related
to § percent higher unit volumes, which resulted in 8 S-percent increase in the average headcount. Additionally, increased stock-based
compensation expense of approximately $30 million, due largely to the adoption of Statemant of Financial Accounting Standards (SFAS) No.
123R, Share-Based Payment, and increased pension expense of approximately $30 million contributed to the overall increass in compensa-
tion and banefits expense as compared with the prior year.
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Fue!

Fue! expenses of $2,734 million for 2006 were $775 million, or 40 percent, higher than 2005. The increase in fuel expense is due 1o an
increase in the average allin cost per gallon of diesel fuel, as welt as an increase in consumption driven by higher volumes. The averaga alk-in
cost per gallon of diesel fuel increased by 45 cents to $1.85, or $661 million, which is comprised of an increase in the average purchase price
of 32 cents, or $471 million, and & decrease in the hedge bensfit of 13 cents, or $190 million (2006 benefit of $341 million less 2005 benefit
of $531 million}, Consumption in 2006 was 1,478 million gallons compared with 1,402 millien gallons in 2005, resutting in a $114 million
increase in fue) expense,

Purchasad Services

Purchased services expenses of $1,906 million for 2006 were $193 million, or 11 percent higher than 2005. This increase was primarily
due 10 increases in the following volume-related costs of approximataly (i) $50 million in intermodal ramp costs; [iiy $40 million in haulage
payments for transportation over other railroads; (il $35 million in locometive, freight car and equipment maintenance expense; and (vl
$25 million in purchased transportation costs for BNSF Logistics.

Depreciation and Amortization
Depreciation and amortization expenses of $1,176 million for 2006 were $65 million, or 6 percent higher than 2005, This increase was
primarily due to ongoing capital expenditures.

Equipment Rents

Equipment rents expenses for 2006 of $330 million were $44 million, or 5 percent higher than 2005 driven by an incraase of approximately
$45 miltion in locornotive rents, which was largely the result of an increase in the number of locomotives under operating leases. Freight
car equipment was essentially flat yearoveryear cue to the impact of increasing volurnes being offset by the impact of the Company’s
privatization efforts, velocity improvements and an Increase in off-ling receipts.

Materials and Other

Materials and other expenses of $302 million for 2006, which censisted of approximately $425 million of materials expense with the
remainder consisting of numarous other items, were $26 million, or 3 percent higher than 2005. The increase was primarily due to increases
of approximately {i) $65 million in materials costs for locomotives, freight cars and track structure; (il $35 milion in ¢rew transportation and
lodging expense; {iii} $20 million in property taxes; and (iv) $20 million in expense related 1o deraitments. These increases were offset by a
$22 million gain from a line sale 1o the State of New Mexico recorded in 2006, Expenses for 2006 were impacted by a $71 million pre-1ax
impairment charge related to an agreement to sell certain line segments to the State of New Mexico {see discussion under the heading
~Other Matters; New Mexico Department of Transportation™).

Intarest Expense
Interest expense of $485 million for 2006 was $48 million, or 11 percent highar than 2005, This increase was primarily the result of a higher

avarage debt balance.
Incorme Texes

The elfective rate in 2006 was 36.9 percent compared with 375 percent for the prior year. The decrease in the effective tax rate primarily
reflects income 1ax adjustmenms that favorably impacted income 1ax expense in 2005 as compared with 2005.

Liquidity and Capital Resources

Liquidity is a company’s ability to genarate cash flows 1o satisfy current and future obligations. Cash generated from oparations is BNSF's
principat source of liquidity, BNSF generally funds any additional liquidity requirements through debt issuance. inchuding commercisl paper,
through leasing of assets and through the sale of a portion of its accounts receivable.

Opaerating Activities

2007

Nat cash provided by operating activities was $3,492 million during 2007 compared with $3,189 million during 2006. The increase was
primarily the rasult of an incraase in eamnings before depreciation and amortization expensa, higher environmental accruals in 2007 and
highar contributions to the pension plan in 2006,

2008

Net cash provided by operating activities was $3,189 million during 2006 compared with $2,706 million during 2005. The increase was
primarily the resuft of an increase in earnings belore depreciation and amortization expense.
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Investing Actlvities

2007

Net cash used for investing activities was $2,415 millicn during 2007 compared with $2,167 million during 2008. Investing activities for
the year included $2,248 million of capital expenditures, which were $234 million higher than 2006 primarily due to an increase in capital
expenditures for maintenance of BNSF's track structure and for terminal and line axpansions as illustrated in the table below.

2006

Net cash used for investing activities was $2,167 million during 2006 compared with $2,120 million during 2005. Investing activities for
the year included $2.014 million of capital expenditures, which werg $264 million higher than 2005 primarity due to an increase in capital
expendituras for maintenance of BNSF's track structure and for terminal and line expansions gs illustratad in the 1able below. The decrease
in cash used for other investing activities primarily reflects timing of equipment financing activities, $50 million in consideration recaived for
the third easement sale to Seattle Sound Transit and $45 milkon in consideration received for the New Maxico line sale as discussad in the
“Other Matters™ section. Additionally, 2005 included consideration paid to another carrier for trackage rights and altesnative access rights
and an investment in Pace Synfuels.

A breakdown of cash capital expenditures during 2007 2006 and 2005 is set forth in the following table {in millions):

Your ended Docembor 31, 2007 2008 2005

Maintenance of way:

Rail $ 376 $ 304 $ 232
Ties 316 311 284
Surfacing 235 214 183
Other 432 397 354
Total maintenance of way 1,350 1,228 1,053
Maechanical 141 152 138
Information services 75 85 64
Other 105 128 108
Total maintenance of business 1,880 1,564 1,364
Terminal and line expansion 568 450 380
Total $ 2,248 $ 2,014 £ 1,750

The 1able above does not include expenditures for equipment financed through aperating leases (principally refated 1o locomotives).

Financing Activities
2007

Net cash used for financing activities during 2007 was $1,122 million, primarily ralated to common stock repurchases of $1,265 million,
including $43 million to satisfy tax withholding obligations for stock option exercises, and dividend payments of $380 million, which were
partially offset by net debt borrowings of $234 million, proceeds from stock options exercised of $142 million, excess tax bensefits from
equity compensation plans of $121 million and proceeds from a facility financing obligation of $41 million,

Aggregate detn 1o mature in 2008 is $411 million, BNSF’s ratio of net debt 1a total capitalization was 41.2 percent at December 31, 2007
compared with 40.0 parcent at December 31, 2006. The Company's adjusted nat dabt to 10tal capitalization was 51.B percent a1 December
31, 2007, compared with $1.7 percent a1 December 31, 2006. BNSF's adjusied et debt 10 1o1al capitalization is a non-GAAP measure and
should be considered in addition 10, but not as a substitute or preferable 10, the information prepared in accordance with GAAP However,
management believes that adjusted net debt 10 1018l capitalization provides meaningful additional information about the ability of BNSF to
service long-1erm debt and other fixed obligations and to fund future growth.
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The following table presents a reconciliation of the calculation of edjusted net debt to total capitalization percentage:

Deceamber 31, 2007 R006"

Net debt to total capitalization® 41.2% 40.0%
Adjustment for long-term operating leases® 10.5 11.2
Adjusiment for other debt equivalents® 0.5 0.5
Adjustment for unfunded pension and retiree health and welfare liability 0.7 1.1
Adjustment for junior subordinated notes* {1.1) (1.1}

Adjusted net deby to total capitalization 51.8% 51.7%

a Prior yoar numbers have bean adjusted ‘or the retrespective adoption of FSP AUG AIR-1, Accounting for Plannad Major Maintenance Activities.
See Note 2 to the Consolidated Financial Statements for additional information.

b Net deb to total capitalization is calculated as total debt {long-term debt and commercial paper plus long-term debt due within one year] less cash and
cash equivalents divided by tha sum of net debt and to1al stockhcolders’ equity.

¢ Represents the net prasent value of fulure operating lease commitments.

d Adjustment far ather debt equivalents principally includes accounts raceivable financing (see Note 6 to the Consolidated Financial Statements for
additional information).

a Junior subordinated notes are includad in total debt on the respactive Consolidated Balance Sheets; however, as they include certain squity
characteristics, they have been assigned 50 percent equity credit for purposes of this calculation.

In February 2007, the Board of Diractors (the Board) authorized an additional $1.4 billion of debt securities that may be issued through the
Securities and Exchange Commission (SEC) debt shelf registration process. for a total of $2.1 billion authorized to be issued.

In April 2007, BNSF issued $650 million of 5.65 percent debentures and $650 million of 6.15 percent debentures due May 1, 2017 and
Meay 1, 2037, respectively. The net proceeds from the sale of the debentures are beinp used for general corporate purposes in¢luding, but
not limited 10, working capital, capital expenditures, funding the maturity of debt which matured in 2007, the repayment of commercial paper
and the repurchase of common stock. The issuance of these debentures reduced the amount of delt autherized to be issued by the Board
through the SEC debt shelf registration process 1o $800 million.

In 2007 BNSF entered into several capital leases totaling approximately $325 million to finance locomotives and freight cars. Tha terms of
the leases are between 15 and 20 years,

In 2005, the Company commenced the canstruction of an intermodal facility that it intends to sell to a third party and subsequently lease
back. Once construction of the facility is complete and all improvements have been sold 10 the third party, BNSF will lease the facility
from the third party for 20 years. Censtruction is expected to be completed by early 2009 with an approximate cost of $160 million. As of
Oscember 31, 2007 BNSF has sold $41 millian of completed improvements. This sale leaseback Irensaction is being accounted for as a
financing obligation due to continting involvement. The outflows from the construction of the facility are clagsified as invasting activitias,
and the inflows from the associated financing proceeds are classified as financing activities in the Company’s Consolidated Statements of
Cash Flows.

2006

Nel cash used for financing activiies during 2006 was $722 miliion, primarily related to common stock repurchases of $730 million and
dividend payments of $310 million, which were partially offset by net debt borrowings of $116 million, proceeds irom stock options exer-
cised of $116 million and excess tax benefits from equity compensation plans of $35 million. Upon adoption of SFAS No. 123R, the excess
1ax banefits from equity compensation plans were classified in financing activities. However, as the Company adopted SFAS No. 123R
prospectively, financial s1atements prior 1o January 1, 2006, include excess tax benefits as an operating activity.

In August 2006, BNSF issued $300 million of 6.20 percent debentures due Auguss 15, 2036. The net proceeds from the sale of the deben-
tures are being used for general corporate purpeses including but not timited to working capital, capital expenditures and the repayment
of outstanding commercial paper. See Note 3 to the Consclidated Financial Statements for information related to the hedges unwound as
part of this debt issuance.

2005
Net cash used for financing activities during 2005 was $833 million primarity related ta common stock repurchases of $793 million, prepaid
forward share repurchases of $600 million and dividend payments of $267 miltion, which where partially otfset by net debt borrowings of

$599 million and proceeds from stock options exercised of $244 million.
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In December 2005, BNSF issued $500 million of 6.613 percent junior subordinated notes due December 31, 2055. The junicr subordinated
notes are callsble on or after January 15, 2026, at par plus accrued and unpaid interest, On Janusry 15, 2026, if the junior subordinated
notes are not called, the interest rate will change to an annual rate equal to the 3-month London Interbank Offered Rate (LIBOR) plus 2.35
percent, reset quarterly. Interest payments may be deferred, at the optien of the Company. an 2 cumulative basis for a8 period of up to five
consecutive years, however, during this time the Company would not be permitted to declare or pay dividends an its common stock. In the
event that certain financial covenants are not maintained, the Company would be required to selt common siock, the proceeds of which
would be used to pay any accrued and unpaid interest. At December 31, 2007, the Cormpany was in compliance with these covenants.
Because of this structure, certain rating agencies provide a considerable degree of equity treatment for purposes of calculating various
ratios and metrics, Tha majority of the net proceeds of the debt issuance were used to repurchase common stock, with the remainder used
for generaf corporate purposes.

Dividends

Common stock dividends declared were $1.14, $0.90 and $0.74 per share annually for 2007 2006 and 2005, respectively. Dividends paid on
commeon stock were $380 million, $310 million and $267 million during 2007, 2006 and 2005, respectively. On October 18, 2007 the Board
declared a quanerly dividend of $0.32 per share on outstanding shares of common stock, payable January 2, 2008 to shareholders of record
on Dacember 12, 2007 On February 13, 2008, the Board declared a quanterly dividend of $0.32 per share on outstanding shares of common
stock, payable April 1, 2008, to shareholders of record on March 11, 2008.

Common Stock Repurchase Program

Ouring 2007 2006 and 2005, the Company repurchased approximately 15 million, 18 million and 14 miltion shares, respectively, of its
comman stock at average prices of $83.96 per share, $73.43 per share and $54.95 per share, respectively. Further information on this
repurchase program is incorperated by reference from Note 15 to the Consolidated Financial Statements.

In February 2007 the Board authorized the extension of the current BNSF shara repurchase program, adding 30 milion shares to the total
of 180 miflion shares previousty authorized in equal amounts in July 1997 December 1999, April 2000, September 2000, January 2003 and
December 2005.

Since 2001, BNSF has primarily utilized free cash flow to repurchase its shares. In February 2007 BNSF announced it would modify its
share repurchase approach based on improved credit s:atistics gver the past few years, including interest coverags, debt-to-cash flow and
debt-to-capital ratios. These credit statistics have improved sufficiantly that BNSF is now devoting additional financial capacity 1o share
repurchases. This difference in approach is expected to result in a moderately higher ievel of debt.

Long-Term Debt and Other Obligations

The Company's business is capital intensive. BNSF has historically generated a significant amount of cash from opesrating activities, which
it uses to fund capital additions, service debt, repurchase shares and pay dividends. Additionslly, the Company relies on access to the debt
and leasing markets ta finance a portion of capital additions on a long-term basis.

Ouring 2007, BNSF agreed to acquire an additional 1,025 locomotives, bringing its total commitment to acquire 1,505 new locomotives by
2013. As of Dacamber 31, 2007 BNSF had taken delivery of 480 of the 1,505 locomotives, including 200 during 2007

During 2006, BNSF agreed 10 acquire 4,000 covered hoppers and 1,400 double-stack cars by 2010, As of December 31, 2007, BNSF had
taken delivery of 1,998 of the covered hoppers and 350 of the double-stack cars.

The locomotives and freight cars under these agreements have been or are expected to be financed from one or a combination of sources
including, but not limited 1o, cash from operations, capital or operating leases and debt issuances. The decision on the method used for a
particular acquisition financing will depend on market conditions and other factors at that time.

The Company also utilizes a commercial paper program backed by a bank revolving credit agreement 10 manage liquidity needs. For 2008
and the foresesable future, the Company expects that cash from operating activities, access to capilal markets, the accounts receivable
seles program and the bank revolving credit agreement will be sufficient 10 enable the Company to meet its obligations when due. The
Company believes these sources of funds will also be sufficient to fund capital additions that ere necessary to maeintain its competitiveness
and position the Company for future revenue growth,

The Company's ratio of earnings to fixed charges was 4.62 and 4.90 times for the years ended December 31, 2007 and 2006, respectively.
Additionally, the Company’s ratio of net cash provided by operating activitiss divided by total average debt was 44 percent for the years
ended December 31, 2007 and 2006, raspectivaly.
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The follawing table summarizes the Company’s obligations under long-term debt and other contractuat commitments at December 31,
2007 {in millions):

Fayments Due by Portod

Lass than Moro than
Contractnal Obligations Total 1 yoar 1-3 yoors 3-6 yoars 8§ yoors
Long-term deb1® $ 7,208 $ 258 $ 805 8 1,037 8 5,308
Capital lease obligations 838 153 245 132 408
Interest payments® 7,751 280 213 800 5,758
Operating lease obligations® 7,488 890 1,310 1,107 4,382
Purchass obligations® 14,304 5,128 2,463 1,831 4,884
Other long-term liabilities reflected
on the balance sheet under GAAP* 575 a8 198 157 124
Total contractual obligations $ 38,274 $ 6,614 $ 5,732 % 5,084 $ 20,864

a Excludes capital lease obligations.

b Interest payments reiato to fixed-rate fong-term debt and capital lease obligations and exclude the impact of any intgrest-rate hedging activities (see
Note 3 to the Consolidated Financial Statements for additional information). Additionatly, the Company's only varlable-rate debt is commaercial paper,
which expires within 80 days; therefore, the related interest has been excluded trom the table above.

¢ Gross paymenits due, which include an interest component,
d Includes short-line minimum usage commitments, assel mainterance and other purchase commitments.

& Consists of employes separstion payments as discussed in Note 11 1o the Consolidated Financial Statements, actvarially estimated payments from
BNSF expected to be made over the naxt five years for the pension plans and the retireg healih and wallare plen as discussed in Note 13 to the
Consolidated Financial Statements and estimated future cash fiows for incoma tax liabilities and interest accruad related 10 unrecognized tax benelits as
discussed in Note 5 to the Consolidated Financial Statements.

In the normal course of business, the Company enters into long-term contracts for future goods and services needed for the operations
of the business. Such commitments are not in excess of expected requirements and are nol reasonably likely to result in performance
penelties or payments that would have a material adverse effect on the Company's liquidity.

Crodit Agreament

Commercial paper and the revolving credit agreement are discussed in Note 9 to the Consolidated Financial Statements. The $1.2 bilfion
revolving credit agreement includes covenants and events of default typical for this type of {acility, including a maximum debt-1o-capital test
and a $75 million cross-default provision. At Dacember 31, 2007 there were no bank borrowings against the revolving credit sgreemants,
and the Company was in compliance with its debs covenants, BNSF's maximum debt-to-capital 1est provides approximately $8 billion of
debt capacity above BNSF's outstanding debt as of Decamber 31, 2007 bafore an event of default would occur under these covenants, With
the exception of a voluntary bankruptey or insolvency, any event of default has either or both a cure period or notice requirement before
termination of the agreement. A voluntary bankruptcy or insohlvancy would be considered an immediate termination event.

Market Conditions

In spita of recent credit market conditions resulting from issues within the sub-prime mortgage market, BNSF has not experienced signifi-
cant impacts to liquidity or cost of debi. Tha market conditions have not alected BNSF's ability to issue commercial paper, secure necessary
debt financings or obtain funding through its accounts receivable sales program.
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Off-Balance Sheet Arrangements

Sale of Accounts Receivable

The accounts recaivable sales program of Santa Fe Receivables Corporation, 8s described in Note 6 10 the Consolidated Finan-
cial Statements, includes various provisions that, if triggered, would allow the investors participating in this program, at their option,
1o cancet the program. These provisions include a maximum debi-to-capital 1est, which is tha same as in the BNSF revolving credit
agreements described above. BNSF's maximum debi-to-capital test provides approximately $8 billion of debt capacity above BNSF's
outstanding debt as of December 31, 2007 At December 31, 2007 the Company’s capacity 10 sell undivided interasts to investors
under the accounts seceivable sales program was $700 million, which was comprised of two $175 million, 364-day accounts receiv-
able sales facilities and two $175 million, 3-year accounts receivable sales facilities. The Company amended the two 364-day facilities in
Novembar 2007 reducing the committed amounts to $175 million each and modifying their maturities to November 2008. The two 3-year
{ecilities were entered into in November 2007 concurrently with the smendment and extension of the 364-day facilities and will mature in
November 2010. Outstanding undivided interests held by investors under the A/R sales program were $300 million at December 31, 2007
and December 31, 2008, respectively. Management expects 1o be able to either extand the commitment of the current investors under tha
364-day facilities past November 2008 or to find additional investors in the sccounts receivable sales program who will cormmit to purchese
undiviged interests after November 2008.

The accounts receivabla sales program provides efficient financing at 8 competitive interest rate as compared with traditional borrowing
arrengements and provides diversification of funding sources. Since the funding is collateralized by BNSF receivables, the risk of exposure is
only as great as the risk of default on these receivables (see Note 6 to the Consolidated Financial Statements for additional information).

Guarantees

The Company acts as guarantor for certain debt and lease obligations of others. During the past tew years, the Company has primarity
utiized guaraniees o allow third-party enlities to obtain favorable terms to finance the construction of assets that will benefit the Company.,
Additionally, in the ordinary coursa of businass, BNSF enters into agreements with third panties that include indemnification clauses. The
Company does not expect performance under these guarantees or indemnities to have 8 material adverse effect on the Company's liquidity
in the foreseeabls future (see Note 9 to the Consolidated Financial Statements tor additional informationy).

Inflation

Due to the capital-intensive nature of BNSF's business, the full effact of inflation is not reflected in operating expenses because depreciation
is based on historical cost. An assumption that all operating assets were depreciated at current price levels would result in substantially
greater expense than historically reported amounts.

Other Matters

Charge for Environmental Costs and Techneology System Write-Oft

In the first quarter of 2007 the Company recorded a pre-tax charge of 381 million, or $0.14 aftertax per share. This charge reflected an
approximate $65 million increase in environmental costs primarily related 1o a final resolution with the State of Washington and its Depart-
ment of Ecology on clean-up of an existing environmentat site at Skykomish and an adverse reversal of a trial court decision on appeal
regarding @ site at Arvin, California. In addition, the Company recorded a non-cash charge of $16 million to write-off a technology system
that has been replaced.

Planned Major Mzintenance Activities

EHective January 1, 2007 the Company transitioned 1o the daferral mathod of accounting for lsased locomotive overhauls under the
Financia! Accounting Standards Board (FASB) Staff Position [FSP) AUG AIR-1, Accounting for Planned Major Maintenance Activitias, issued
in September 2006. Additional information conceming the adoption of this accounting principle is incorparated by reference from Note 2
to the Consolidated Financial Statements,

Uncertain Tax Positions

Effective January 1, 2007, the Company adopted the provisions of FASB Interpretation No. {(FIN) 48, Accounting for Uncertainty in Incoma
Taxes—an interpretation of FASB Statement No. 103, Accounting for Income Taxes. Additional information concerning the Company's
uncertain tax positions is incorporatad by reference from Notes 2 and 5 1o the Consolidated Financial Statements.

Commercisl

In Fabruary 2005, the Company received a Civil Investigative Demand from the Antitiust Division of the Deparirment of Justice request-
ing information concerning the Company’s pricing activities relating to the shipment of coa! from the southern Powrder River Basin. The
Company has responded 1o 8!l requests for information, and the matter remains panding.
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Hedging Activities

The Company uses derivatives to hedga against increases in diese! fuel prices and interest rates 85 well as to convert a portion of its
fixed-rate long-term debt to lloating-rate debt. The Company does oot hold or issue derivative financial instrumems for trading or spaculative
purposes. The Company formally documents the relationship between the hedging instrument and the hedged item, as well as the risk
managemsnt objective and strategy for the use of the hedging instrument. This documentation includes linking the derivatives that are
designated as fair value or cash flow hadges to specific assets or liabilities on the balance sheet, commitments or forecasted transactions.
The Company assesses at the time a derivative contract is entered into, angd at least quarterly thereafter, whather the derivative item is
effactive in offsatting the changes in fair value or cash flows. Any change in fair value resulting from ineffectiveness, as defined by SFAS
No. 133. Accounting for Derivative Instruments and Hedging Activities, as amended, is recognized in current period earnings. For derivative
instruments that are designated and qualify as cash flow hedges, tha effective portion of the gain or. loss on the derivative instrument is
recorded in accumulated other comprehensive loss (AOCL) as a separate component of stockholders’ equity and reclassitied into earnings
in the period during which the hedge transaction affects earnings. Cash flows related to fuel and interest rate hedges are classified as
operating activities in the Consolidated Statements of Cash Flows.

BNSF monitors its hedging positions and credit ratings of its counterparties and does not anticipate losses due to counterparty nonperfor-
mance. As of December 31, 2007 BNSF's counterparties have an investment grade credit rating.

Fuel

BNSF measures the fair value of fue! hedges from data provided by various external counterparties. To value a swap, the Company uses the
forward commodity price for the period hedged (see Note 3 to the Consolidated Financial Statements for additional information).

Subsequent 1o December 31, 2007 the Company entered into fug! swap agreements utilizing New York Mercantile Exchange #2 Heating
Oil. The following table provides additional fugl-hedge data through February 4, 2008 based on the quarter being hedged.

Quoarter Ending
2008 March 31, June 30, Septembaer 30, Docomber 31, Annual
HO Bwaps
Gallons hedged (in millions} - 6.80 a.80 8.08 19.66
Average swap price (per gallon) $ - § 2.42 $ 243 § 248 $ 2.44

Interast Rate

Fromn time 1o time, the Company enters into various interest rate hedging transactions for the purpose of managing exposure to fluctua-
tions in interest rates by establishing rates in anticipation of both future debt issuances and the refinancing of leveraged leases, as well as
converting a portion of its fixed-rate long-term debt to floating-rate dabt. The Company uses interest rate swaps and treasury locks as part
of its intarest rate risk management strategy. BNSF's measurement of the fair value of interast rate derivatives is based on estimates of
the mid-market values for the transactions provided by the counterparties to these agreements (see Note 3 to the Consolidated Financial
Statemenis for additional information).

In anticipation of a future debt issuance, tha Company enterad into treasury tocks in January 2008, having an aggregate notienal amount of
$75 million to fix a portion of the rate for a future 10-year unsecured dabt issuance. Including the seven tressury locks that were executed
in 2007 for the same expected debt issuance, the total amount hedged is $250 million with an average locked-in rats of 4.24 percent. The
treasury locks are expected to be unwound during 2008, and any gain or loss on the hedges will be amortized to interest expense over the
life of the issued debt. These transactions sre accounted for as cash flow hedges,

Employee and Labor Refations

A significant majerity of BNSF Railway’s employees are union-reprasanted. BNSF Railway's union employees work under collective bargain-
ing sgreements with various labor grganizations. A negotiating process for new, major collective bargaining agreements covering all of
BNSF Railway's union employeas has baen undarway since the bargaining round was initiated November 1, 2004, Wages, health and
welfare benefits, work rules and other issues have traditionally been addressed through industry-wide negoliations. Thase negotiations
have generally taken place over an extended period of time and have previously not resulted in any extended work stoppages. The existing
agreements have remained in gffect and will continue to remain in effect until new agresments are reached or the Railway Labor Act’s
procedures (which inctude maediation, cooling-off periods and the possibility of U.S. Presidential intervention) are exhausted. Agreaments
undergoing renegotiation in the curtent bargaining round provide for periodic wage increases until new agreements are reached.
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The current bargaining round for all unions with contracts that came into effect after January 1, 2005, began on and after November 1, 2004,
with the sarving of Section 6 notices, which are each side’s initial proposals, BNSF is participating in a coordinated national handling of
these proposals. The current agreements remain in effect until new agreements are reached or until changes to the existing agreements
are made.

Final agreements have been reached under the current bargaining round, covering about 65 percent of BNSF's unionized workiorce. These
agreements resolve ail wage, work rule, and benefil issues through December 31, 2009. A tentative agreement {subject to membership
ratification—a process which will take lrom 45 to 90 days) was reachad with the Unitad Transportation Union (*UTU™) on January 28, 2008.
The UTU represents just under 30 percent of BNSF's scheduled employees. BNSF remains in national bargaining with the International
Association of Machinists and Aerospace Workers.

Seattle Sound Transit

In Decernber 2003, BNSF Railway Company entered into several egreements with Cantral Puget Sound Regional Transit Authority {Sound
Transit), a government authority established by King, Pierce and Snchomish counties within the State of Washington. BNSF has agresd 10
sell 1o Sound Transit under the threat of condemnation a combination of {i) four gasements enabling Sound Transit to offer commuter rail
service over existing BNSF track from Seattle 1o Everett and (i} 18 miles of railrcad line from south ot Tacoma te Nisqually, Washington.

Sound Transit agraed to pay BNSF approximately $260 million for four commuter easemants te operate rains on the segment betwaen
Seattle and Everett and entered into agreements both for service on the commuter easements and joint use of track for commuter and
freight purposes. The Company received approximatety $80 million of cash in 2003 upon the closing of the first easement, $80 million of
cash in 2004 upon closing of the second easement, 350 million of cash in 2006 upen ¢losing of the third easement and $50 millign in cash
in 2007 upon closing of the fourth and fina! easement. The sale proceads will be recognized in income over the average life of the associated
track structure (approximately 37 years).

Additionally, the Company sold 18 milas of railroad line and associated real estate from south of Tacoma to Nisqually in several separate trans-
actions. The Company recognized gains assoctated with the sale of $9 million and $7 million, net of tax, in 2005 and 2004, respactively.

Now Mexico Department of Transportation

In the fourth quarter of 2005, BNSF Railway Company entered into agreements with the New Mexico Depariment of Transpontation 1o
sell the Company’s rail line and certain adjacent propearty between Belen, New Mexico and Trinidad, Colorado, through a series of sales
agreements, while retaining freight easement rights on the line. The Company recognized an impairment charge in 2005 related 10 this
agreemaent of 71 million. During the first quarter of 2006, upon closing the sale of the first line segment, the Company recognized & gain of
$£22 millicn end received a cash payment of $45 million, During the first quarter of 2007 upon closing the sale of the secend lina segment,
the Company recognizaed a gain of $2 million and received cash of $18 million. Upon satisfaction of closing conditions, the remaining line
sales are expacted to close in 2008. BNSF expects 10 receive a cash payment of $4 million in 2008 related to 1his transaction and any related
gain is immaterial. The impairment charge and the gains were recorded as 8 component of materials and other expense.

American Jobs Croation Act of 2004

In October 2004, the American Jobs Creation Act of 2004 was signed into law. Pant of the legislation includes the repeal of a 4.3—cent 1ax
per gallon of diesel fuel. The tax was gradually phased out in 2005 and 2006 and was completely phased out January 1, 2007 Based on
actual fuel consumption, the repeal of the tax resulted in $32 million, $8 million and $21 million in incremental savings for the years ended
Cecember 31, 2007 2008 and 2005, respoctively.

Critical Accounting Estimates

In the ordinary course of business, the Company makes a number of estimates and assurmptions related to the reporting of results of
operations and finangial position in the preparation of its financial statements in conformity with accounting principles generally eccepted
in the United Siates of America. Actual results could diffar significantly from those estimates under different assumptions and conditions.
The following discussion addresses the Company's most critical accounting estimates.

Management has discussed the development and selection of tha critical accounting estimates described below with 1ha Audit Committes
of the Board of Directors, and the Audit Commitiee has reviewed the Company’s disclosure relating to them in this Management's Discus-
sion and Analysis of Financial Condition and Results of Operations.

Legal
BNSF's most significant legal ¢laims relate to personal injury claims and environmental matters. These claims are discussed in more
detail below.
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Personal Injury

Personal injury claims, including asbestos claims and employea work-related injuries and third-party injuries {collectively, other personal
injury), are a significant expense for the railroad industiry. Parsenal injury claims by BNSF Raitway employees are subject to the provisions
of the Fedaral Employers' Liability Act (FELA) rather than state workers’ compensation laws, FELA'S system of requiring the finding of fault,
coupled with unscheduled awards and reliance on the jury system, contributed to increased expenses In past years. Other proceedings
includs claims by non-employees for punitiva as well as compensatory damages. A few proceedings purpori to be class actions, The
variability present in settling these claims, including non-employee personal injury and matters in which punitive damapes sre alleged,
could result in increased expenses in future yesrs. BNSF has implemented a number of safaty programs designed to reduce the number of
personal injuries as well as the associated claims and personal injury expense.

BNSF records a Hability for persenal injury claims when the expected loss is both probable end reasonably estimable. The liability and
ultimate expense projections are estimated using standard actuarial methotiologies. Liabilities recordsd for unasserted personal injury
ctaims are based on information currently available. Due to the inherent uncertainty involved in projecting future avents such as the number
of claims filed each year, developments in judicial and legislative standards and the average costs to settle projected claims, actual costs
may differ from amounts recerded. Expense accruals and any required adjustments are classified as materials and other in the Congolidated
Statermenis of Income.

Asbesios

The Company is party to a number of personal injury claims by employees and non-employees who may have been exposed to asbestos.
The heaviest exposure for BNSF employees was due to work conducted in and around the use of steam locomotive engines that were
phased out batweaen the years of 1950 and 1967, However, other types of exposures, including exposure from locomotive component parts
and building materials, continued after 1967 until they were substantially eliminated at BNSF by 1985.

BNSF assasses its unasserted liability exposure on an annual basis during the third quaner. BNSF determines its asbastos liability by estimat-
ing its exposed population, the number of claims likely 1o be filed, the number of claims that will likely require payment, and the estimated
cost per claim. Estimated filing and dismissal rates and average cost per claim are determined utilizing recent claim data and trends.

Kay elemants of the assessment include:

» Because BNSF did not have detailed employment records in order to compute the population of potentially exposed employees, it
computed an estimate using Company employee data from 1970 forward and estimated the BNSF employes base from 1938-1969
using railroad industry historical census data and estimating BNSF's representation in the total railroad poputation,

« The projected incidenca of disease was estimated based on epidemiological studies using employees' ege, duration and intensity of
exposure while employed.

« An estimate of the future anticipated claims filing rate by type of dissase {non-malignant, cancer and masathelioma) was computed
using the Company’s average historical claim filing rates for the period 2004-2006.

* An estimate of the tuture anticipated dismissal rate by type of claim was computed using the Company's historical average dismissal
rates observed in 2005-2007

« An gstimate of the future anticipated settlement by type of diseasa was computed using the Company’s historical average of dollars
paid per claim for pending and future claims using the average setilement by type of incidence cbserved during 2005-2007

From these assumptions, BNSF projected the incidence of each type of disease 1o the estimated population to armrive at 8n estimata of the
total number of employees that could potentiaily assert a claim. Historical claim filing rates were applied for each type of disease to the
total number of employees that could potentially assert a claim to determine the total number of anticipated claim filings by disease type.
Historical dismissal rates, which represent claims that ara closed without paymant, ware then applied to calculate the number of future
claims by disease type that would likely require payment by the Campany. Finally, the number of such claims was multiplied by the average
settlement value to estimate BNSF's future liability for unasserted asbestos claims.
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The most sensitive assumptions for this accrual are the estimated tuture filing rates and estimatad average claim values. Ashestos claim
filings ara typically sporadic and may include large batches of claims solicited by law firms, To reflect these factors, BNSF used a multi-year
calibration period (1., the average historical filing rate for the period 2004-2006) because it befieved it would ba most representative of
its future claim exparience. In addition, for non-malignant claims, the number of future claims to be filed against BNSF declings at a rate
coensistent with both montality and age as there is a decreasing propensity 1o {ila a claim as the poputation ages. BNSF believes the average
claim values by type of disease from the historical period 2005-2007 are most representative of future claim values, Non-malignant claims,
which represent approximately 90 percent of the 1ota! number and 75 percent of the cost of estimated future asbestos claims, were priced
by age of the projected claimants. Historically, the ullimate settlement value of these types of claims is most sensitive to the age of the
claimant. A 10-percent increase or decrease in gither the forecasted number of unasserted claims or the average claim values would result
in an approximate $25 million increase or decrease in the liability recorded for unasserted asbestos claims.

Funther discussion on asbestos is incorporated by reference from Note 10 to the Consolidated Financial Statements.

Other Parsonal injury

BNSF estimates its other personal injury liabikity claims and expense quarterly based on the covered population, activity levels and trands in
frequency and the costs of covered injuries. Estimates include unasserted claims except for cerain repetitive stress and other occupational
trauma claims that result from profonged repested events or exposure. Such claims are estimated on an as-reported basis because, whila
the Company has concluded that a probable loss has occurred, it cannot estimate the range of reasonably possible loss due {0 other
conwibuting causes of such injuries and the fact that continued exposure is required for the potential injury 10 manifest itself as & claim. The
Company believes that the low end of the range of reasonably possible loss, as that term is used in FIN 14, Reasonable Estimation of the
Amount of a Loss, is immaterial for these repetitive stress and other occupationsl trauma claims.

Key slements of the actuerial assessmant includa:
* Size and demographics (employee age and craft) of the workforce.
* Activity levels (manhours by employee craft and carloadings).
* Expected claim frequency rates by type of claim (employae FELA or third-pany liability) based on historical claim frequancy trends.
= Expecied dismissal rates by type of claim based on historical dismissal rates.
* Expecied average paid amounts by type of claim for open and incurred but not reported ¢laims that eventually close with payment.

From these assurnptions, BNSF estimates the number of open claims by accident year that will likely require payment by the Company. The
projected number of open claims by accident year that will require payment is multiplied by the expected average cost per claim by accident
year and lype to determine BNSF's estimated liability for alf asserted claims. Additionally. BNSF estimates the number of its incurred but
not reported claims that will likely result in payment based upon historical emergence patierns by type of claim. The estimated number
of projected claims by accident year requiring payment is multiplied by the expected average ¢ost per ¢claim by accident year and type to
determina BNSF’s estimated liability for incurred but not reported claims.

The most sensitive assumptions for this accrual ars the expected average cost per claim and the projected frequency rates for the number
of claims that will ultimately result in payment. A 10-percent increase or decrease in either the expected average cost per claim or the
frequency rate for claims with payment would result in an approximate $45 miltion increase or decrease in BNSF's recorded other personal
injury reserves.

Further discussion on other personal injury is incorporated by relerence from Note 10 1o the Consolidated Financial Statements.
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Environmental

The Company's operations, as well as those of its competitors, are subject to extensive fedaral, state and local environmental regulation.
BNSF's operating precedures intlude praciices 10 protect the environment from the risks inherent in railroad operations, which frequently
involve transporting chemicals and other hazardous materials. Additionally, many of BNSF's land holdings are and have been used for indus-
trial or transportation-related purposes or leased 10 commarcial or industrial companies whose aclivities may have resulted in discharges
onto the praperty. As a result, BNSF is subject to environmental cleanup and enforcement actions. In particular, the federsl Comprehensive
Envirenmental Response, Compensation and Liability Act of 1980 {CERCLA), also known as the Superfund law, as well as similar state
laws, genarally impose joint and several liability for cleanup and enforcement costs on current and former owners and operators of a site
without regard to fault or the legality of the original conduct. BNSF has been notified that it is e potentially responsible party (PRP} for study
and cleanup costs at Superfund sites for which investigation and remediation payments are or will be made or are yet 1o be determined
{the Superfund sites} and, in many instances, is one of several PRPs. In addition, BNSF may be considered a PRP under certain other (aws.
Accordingly, under CERCLA and other federal and state statutes, BNSF may be held jointly and severally liable for all environmental costs
associated with a particular site. If there are other PRPs, BNSF generally participaies in the cleanup of these sites through cost-sharing
agreements with terms that vary from site 1o site. Costs are typically allocated based on such factars as relative volumatric contribution of
material, ths amount of time the site was owned or operated and/or the portion of the to1ai site owned or operated by each PRP

Liabilities for environmental cleanup costs are recorded when BNSF’s lisbility for environmenta! cleanup is probable and reasonably esti-
mable. Subsequent adjustments to initial gstimates are recorded 8s necessary basad upon additionst information developed in subsegquent
periods. Environmental costs include initial site Surveys and environmental studies as well as costs for remediation of sites determined to
be contaminated.

BNSF estimates the ultimate cost of cleanup efforts at its knawn erwironmental sites on an annual basis during the third guarter. Ullimate
cost estimates for environmental sites are based cn historical payment pattarns, curent estimated percentage to closure ratios and
benchmark patterns developed from data accumulated from industry and public sources, including the Envirenmental Protection Agency
and other governmental agencies. These factors incorporats experience gained from cleanup efforts at other similar sitss intc the estimetes
for which remediation and restoration afforts are still in progress. The most significant assumptions are as follows: (i) historical payment
patterns of site development and (i) variance from benchmark costs. A 10 percent change in any of these individual assumptions could
result in an increase or decrease of up 1o $20 million in BNSF's estimated environmental liability.

Further discussion on environmental is incorporated by reference from Note 10 10 the Consolidated Finangial Statements.

Other Claims and Litigation

In addition to asbestos, other personal injury and environmental matters discussed above, BNSF and its subsidiaries are also parties 10 8
number of other legal actions and claims, various governmental proceedings and private civil suits arising in the ordinary course ol business,
including those related to disputes and complaints involving cartain transportation rates and chargas lincluding complaints seeking refunds
of prior charges paid for coal transportation and the prescription of future rates for such movements and claims relating to service under
contract provisions or otharwise). Some of the legal proceedings include claims for punitive as well as compensatory damages, and a few
proceedings purport to be class actions. While the final outcome of these matters cannot be predicted with certainty, considering among
other things the meritorious legal defenses available and lisbilities that have been recorded along with applicable insurance, it is the opinion
of BNSF that none of these items, when finally resolved, will have a material adverse effect on the Company’s financial position or liquidity.
Howaver, an unexpected adverse resolution of one or more of these ilems could have a material sdverse effect on the results of operations
in a particular quarter or fiscal year.

income Texes

BNSF is subject to various federa!, state and local incoma taxes in the taxing jurisdictions where the Company operatas. BNSF accounts
for income taxes by providing for taxes payable or refundable in the current year and for deferred tax assets and liabilities for furure tax
consequences of events that have been recognized in financial statements or tax returns,

BNSF secorded total income 1ax expense, including federal, siate and other income taxes, of $1,128 million, $1,107 million and $919 mil-
lion for the years ended December 31, 2007 2006 and 2005, respectively. BNSF’s Consotidated Balance Sheets reftect $290 million and
$345 million of nat current deferred tax assats at December 31, 2007 and 2008, respectively. Also included in BNSF's Consolidaled Balance
Sheets are $8,484 million and $8,298 million of net non-current deferred 1ax lisbilities at December 31, 2007 and 2006, respectively. Clas-
sification of deferred 1ax assets and liabilities as current or non-current is determined by the financial statement classification of the asset
or liability to which the temporary difference is related. If & temporary difference is not related to an asset or liability for financial reporting,
it is classified according to the expected reversal date of the temporary difference.
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Valuation gllowances are established to reduce deferred tax asseis if it is more likely than not that some or all of the deferred tax asset will
not be raalized. BNSF has not recorded a valuation allowance, as it batiaves that the defarred 1ax assets will be fully realized in the future,

All federal income 1ax returns of BNSF's predacessor companies, Burlington Northern Inc. and Santa Fe Pacific Corporation, are closed
through 1994 and the business combination date of September 22, 1995, respactively. Internal Revenue Service (IRS) examination of
the years 1995 through 1999 for BNSF is completed, and the un-agreed issues are pending betore IRS Appeals. 1t is anticipated that a
settlement with the RS for the years 1985 through 1999 may be reached within the next twelve months, Examination of the years 2000
through 2002 and 2003 through 2005 for BNSF are completed and protesis of the un-agreed issues are pending before IRS Appeals. BNSF
is currently under examination for year 2006,

BNSF and its subsidiaries have various state incomae tax returns in the process of examination, administrative appeal or litigation. State
income tax returns are generally subject to examination for a pericd of three 1o five years after filing of the respeactive return, The state
impact of any federal changes remains subject to examination by various states for & pericd of up to one year after formal notification to
the states.

Due to the capitakintensive nature of BNSF's business, a significant portion of the audit issues with the IRS and other taxing authorities
relata to whather expenditures are classified as maintenance or capital and whether certain asset valuations are appropriate. A provigion for
taxes rasulting from ongoing and future federal and state audits is based on an estimation of aggregate adjustments that may be required
as a result of the audits. Tha Company believes that adequate provision has been mads for any adjustment that might be assessed for open
years through 2007,

BNSF makes estimates of the poiential liability based on its assessment of all potential 1ax exposures. In addition, the Company uses
factors such as applicable 1ax laws and regulations, current information and past experience with similar issues to make these judgments.

Defarred 1ax assets and liahilities are measured using the tax rates that apply to taxable income in the period in which the deferred tax
asset or liability is expected to be realized or paid. Changes in the Company’s estimates regarding the statutory Lax rate to be applied to the
reversal of defarred 1ax assats and liabilities could materiallty atfect the effactive tax rate.

The Company has not significantly changed its methodolegy for calculating income tax expense for the years presented, and there are
currantly no kngwn trends, demands, commitmants, evenis or uncertainties that are reasonably likely o occur and materially affect the
methodology or assumptions described above. Further information on uncertain tax positions is incorporated by reference from Notes 2 and
5 to the Consolidated Financial Statements.

Employment Benefit Plans

BNSF sponsors a funded, noncentributory qualified pension plan, the BNSF Retirament Plan, which covers most nan-union employees, and
an unfunded non-tax-qualified pension plan, the BNSF Supplemental Retirement Plan, which covers certain officers and other employeas.
The benefits under these pension plans are based on years of credited service and the highest consecutive sixty months of compensation
for the last ten years of salaried employment with BNSE BNSF's funding policy is to contribute annually not less than the regulatory
minimum and not more then the maximum amount deductible for incoma 1ax purposes with respect to the funded plan.

Certain salaried employees of BNSF that have met age and years of servica requiremants are eligible for life insurance coverage and medical
benaefits, including prescription drug coverage, during retirement. This postretirement benefit plan, referred 1o as the retiree haalth and wel-
fare plan, is contributory and provides benefits to retiress, their covered dependents and beneliciaries. Retirge contributions are adjusted
annuatly. The plan also contains fixed deductibles, coinsurance and ou-of-pocket limitations. The basic lite insurange plan is noncontributory
and covers retirees only. Optional life insurance coverage is available for some retirees; hawever, the retires is responsitie for the full cost.
BNSF's policy is to fund benefits payable under the medical and life insurance plans as they come due. Generally, smployees beginning
salaried employment with BNSF subsequent to September 22, 1995, are not eligible for medical benefits during retirement.

The amounts recorded in the Consolidated Statements of income for the pension and the retires health and wellare plans were as ioflows
tin millions);

Yoar onded December 31, 2008 Estimate 2007 2008 2008
Net pension cost 3 30 8 52 $ 68 $ 38
Net retiree health and welfara cost $ 17 8 17 $ 14 $ 11
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The decrease in the 2008 net pension cost as compared to 2007 primarily reflects higher than expected returns on plan assets over the past
several years as well as a 50 basis point increase in the discount rate.

At December 31, 2007 BNSF had net losses, excluding prior service costs, of $234 million and $67 million related to the pension and retiree
heslth and walfere benefits plans, respectively, which had been recognized as a compenent of AOCL under SFAS No, 158, Employers”
Accounting for Defined Benefit Pension and Othar Postratirement Plans—an amandment of FASB Statements No. 87 88, 106 and 132R, as
described in Note 13 to the Consclidated Financis! Statements. These losses were comprised of gains and logses from changes in discount
rates, actuarial sssumptions and census data as well as market gains and losses and will be racognized as a component of net pension and
retiree health and welfara costs over the naxt 17 and B years, respectively, as follows:

Doferrod Lossas to bs RHeocognized (in millions)

Retiree Health and
Fiacal yoar Ponsion Wellare Banefits
2008 & 18 $ 4
2009 10 4
2010 5 4
20m 2 3
2012 2 3
Thereatter 21 21

a Excludes a $5 million pre-tax component of the $7 million net of tax decrease 10 retginad earnings recorded in January 2008 related to the chenge in
maeasuramant date under SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postratiremant Pians—an amendment of FASB
Statements No. B7 88, 106 and 132R. Sae Note 13 10 the Consolidated Financial Statements.

The Company estimates fiabilities and expenses for the pension and retiree health and welfare plans. Estimated amounts are based an
historical information, current information and estimates about future evemis and circumstances. Significant assumptions used in the
valuation of the pension or retiree heaith and welfara abligations include expected return on plan assets, discount rate, rate of increase in
compensation levels and the health care cost trend rate.

From time to time, the Company will change pension and retirea heslth and welfare assumptions in response to curent conditions and
axpected future experience. Significant assumptions for the past three years are as follows:

Retiros Hoalth and

Assumptions Used to Determine Not Cost Ponsion Benefits Welfare Boneflis
for Fiscal Years Ended Decomber 31, 2007 2006 2005 2007 2006 2005
Discount rate 5.60% 5.25% 5.75% 5.50% 5.25% 5.75%
Expected long-term rate of return on plan assets 8.00% B8.00% 8.00% -% % 9%
Assurned healih care cost trend rate =% -9 =%  10.00% 10.50% 10.00%

Rate to which health care cost trend rate

is expected 10 decline and remain -% % -9 5.00% 5.00% 5.00%

Year that the rate reaches the ultimate trend rate - - - 2012 2012 2010

Rate of compensation increase 3.90% 3.00% 3.80% 3.90% 3.80% 3.90%
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Retiroo Health and

Assumptions Ussd to Determine Banefit Pension Benefits Wolfaro Benofits
Obligations at Soptember 30°, 2007 2006 2007 2006
Discount rate 0.00% 5.50% 6.00% 5.50%
Assumed health care cost trend rate «9% -% 10.50% 10.00%
Rate to which hgalth care cost rend rata
is expected to dacline and remain -9 =% 5.00% 5.00%
Year that tha rate reachas the ultimate trend rate - - 2016 2012
Rate of compensation increase 3.80% 3.90% 3.80% 3.90%

a The Company's pension ang retiree haalth and weifare plans used a measuremeni date of Sepiember 30 through 2007 However, BNSF is
changing its measurement date and has alected to apply the \ransition option under which 8 15-month measurement was determined as
ol September 30, 2007 that covers sha period until the fiscel yearend meassuiemant is required on December 31, 2008. Ses Note 13 to
the Consolidated Financial Statements.

BNSF determined the discount rate by adjusting the Moody’s Aa Corporate bond vield to reflect the ditfarence between the dusation of the
future estimated cash flows of the Company's pension and retiree health and weltare plans and the duration of the Moody's Aa index. The
expected return on plan assets reflects the expected long-term rates of return on those assets, The rate of compensation increase is deter
mined based on historical experience. Finally, the heslth care cost trend rates reflect the expected future increases in health care costs.

The discount rate used for the 2008 catculation of net benefit cost was increased to 6.00 parcent to reflect market conditions at the
September 30, 2007 measurement date. The expected rate of return on plan assets remained consistant from 2007 1o 2008, and the
Company does not expect any nearterm significant changes to the current investment allecation of assets. However, unforeseen changes
in the investment markeis or other external factors could prompt changes in these estimates in future years.

The following table is an estimate of the impact on future net benefit cost that could result from hypothetical changes to the most sensitive
assumptions, the discount rate and rate of return on plan assets:

Sspsitivity Analysis
Changa in Net Bonefit Cost

Hypothsticnl Disconnt Rate Changw Penslon Rotiroo Healih and Welfars
50 basis point decrease $6 million increase $1 million increase
50 basis point increase $6 million decrease $1 million decrease
Hypothetical Rate of Return

on Plan Asssts Change Pensfon

50 basis point decrease $7 million inorease

50 basis point increase $7 million decrease

Based on its current assumptions and funding methodology, the Company is expecied to be required 1o make contributions of $34 million to
the BNSF Retirement Plan in 2008. The Company currently detarmines required funding by amortizing assat gains and losses over a period
of five years. If the Company was required to fulty fund the unfunded portion of its projected benefit obligation, which was $173 million at
December 31, 2007, for these pension plans and $299 mitlion {for the retiree health and welfare plan, the Company's management believes
that it would have sufficient liquidity, and it could fund the balance without 8 significant impact to the Company’s financial position, Addition-
ally, the Company expacts to make benefit payments in 2008 of approximataly $7 million and $25 million from its non-qualified defined
benefit and ratires health and welfare plans, respectivaly.

In August of 2006, the President signed the Pension Pratection Act of 2006 (PPA) into law. While the Act will have some effect on specific
plan provisions in the Company’s retirement program, its primary effect will be 1o change the minimum funding requirements. The Company
expects thal the Act will accelerata tha required funding of future contributions far the Company’s pension plans beginning with the 2008
fiscal year. Anticipated payments, including the impact of the PPA, over the next {ive years are included in the Contractyal Qbligations
table under the heading ~Long-Term Debt and Other Obligations” in ltem 7 Managerment's Discussion and Analysis of Financial Condition
and Results of Operations. The Company doas not anticipate that this legislation will significantly impact its results of operations, financial
condition or liquidity.

Further information on employee benefits is incorporated by reference from Note 13 to the Consolidated Financial Statements.
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Depreciation
Due to the capitatintensive nature of the railroad industry, depreciation expense is 8 significant component of the Company's aperat-
ing expense. The Company recorded depreciation and amortization expenses of $1,293 million, $1,176 million and $1,111 million for the
years ended Decernber 21, 2007 2006 and 2005, respactively. At December 31, 2007 and 2006, the Company had proparty and equip-
ment, net balances of $29,567 miliion and $27.921 millian, which included $9,177 million and $8,617 million, respactively. of accumulated
depreciation.

The Company uses the group method of depreciation under which a single depreciation rate is applied 1o the gross investment in a particular
class of property, despite ditferences in the service life or satvage value of individual property unils within the same class. The Company
conducts studies of depreciation rates and the required accumnulated depreciation balance as required by the STB, which is generally
gvary three yesars for equipment property and every six years for track structure and other roadway propesty. Changes in the estimated
service lives of the assets and their related depreciation rates sre implemented prospectively, and the difference between the calculated
accumulated depreciation and the amount recorded is amontized over the average ramaining service lives of the assets.

Soe Nota 2 to the Consolidated Financial Statemants for additional information related 10 the retrospective adoption of FSP AUG AIR-1,
Accounting for Planned Major Maintenance Activilies.

A study conducted in 2007 resutted in the Company adepting new depreciation rates for locomotives that resulted in a net increase in 2007
depreciation expense of $17 million and approximately $22 million on an ongoing annual basis, as calculated using the asset base al the
time of the rate changa. In 2006, the Company conducted a depraciation rate study of its equipment {excluding locomotives). The results
of this study did not materially impact the Company’s currant or futurg results of operations. All other rate studies are current under the
ST8's requirements,

Forward-Looking Information

To the extent that statemanis made by the Company relate to the Company's future economic performance or business outlook, projec-
tions or expactations of financial or operational results, or refer to mattars that are not historical facts, such statements are ~forward-
looking™ stataments within the maeaning of the federal securities laws. These forward-iooking statements include, but are not limited to,
statements regarding:

* Expeciations as 10 operating results, such as revenue growth and earnings per share;

» Expeclations as 1o the effect of claims, litigation, environmental and personal injury costs, commitments, contingent liabilities, and
governmental and regulatory investigations and proceedings on the Cormpany's financial condition;

* Pians and goals for future ogeraticnal improvements and capital commitments; and
« Future market conditions or economic performance.

Forward-looking statements involva a number of risks and uncertainties, and actual performance or results may differ materially. For a
discussion of material risks and uncertainties that the Company faces, see the discussion in Item 1A, "Risk Factors,” of this Annual Repon
on Form 10-K. Important factors that could cause actual results to diffar materially include, but are not limited to, the following:

« Economic and industry conditions: material adverse changes in economic or industry conditions, both in the United Siates and
globally. changes in customer demand, effects of adverse economic conditions affecting shippers or BNSF's supplier base, adverse
economic conditions in the industries and geographic areas that produce and consume freight, changes in demand due to more
stringent regulatory policies such as the regulation of carbon dioxide emissions that could reduce the demand for ceal, governmentel
tariffs or subsidies that could affect the demand for grain, compatition and consofidation within the transportation industry, the
extent to which BNSF is successiul in gaining new long-tarm relationships with customers or retaining existing ones, level of service
failures that could lead customars to use competiiars’ services, changes in fuel prices and other key materials and disruptions in
supply chains for thase materials, changes in the securities and capital markets and changes in crew availability, labor costs and labor
difficulties, including stoppages affecting aither BNSF's operations or custamers’ abilities to deliver goods 1o BNSF for shipment;
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* Legal, legisiative and regulatory factors: developments and changes in laws and regulations, including those affecting train
opsrations or the marketing of services, the ultimate outcome of shipper and rate claims subject to adjudication or claims, investiga-
tions or litigation alleging violations of the antitrust taws, increased economic regulation ol the rail industry through legislative action
and revised rules and standards applied by the U.S. Surface Trensportation Board in various aress including rates and services,
developments in environmental investigations or proceedings with respect 1o rail operations or current or past ownership or control
of real property, and developments in and losses resulting from other types of claims and litigation, including those relating to
personal injuries, asbestos and other occupational diseases, the release of hazardous materials, environmentat contamination and
damage to property; and

Operating factors: technical difficultias, changes in operating conditions and costs, changas in business mix, the availability of
equipment and humman resources to mest changes in demand, the extent of the Company’s abifity to achieve its operationa and
financial initiatives and 1o contgin costs, the effectiveness of steps taken to maintain and improve operations and velocity angd
network fluidity, including the managemaent of the amount of tratfic on the system 1o meet demand and the ability 10 acquire suf-
ficient resources to meet that demand, the ability t¢ expand the capacity of tha sysiem, congestion on other railroads and capacity
constraints affecting all links in the transportation chain that feed traftic and goods to BNSF's systems, restrictions on development
and expansion plans due to ervironmantal concerns, disruptions to BNSF's technology network including computer systems and
soltware, as well as natural events such as severe weather, fires, floods and earthquakes or man-made or other disruptions of BNSF
Railway's operating systems, structures, or equipment including the effects of acts of terrorism on the Company’s system or other
railroads’ systems.

The Cempany cautions against placing undue reliance on forward-looking statements, which reflect its current beliefs and are based on
information currently available to it as of the date a forwarddocking statement is made. The Company undertakes no obligation 10 revise
forward-locking statemenis to reflect future events, changes in circumstances, or changes in beliefs. In the evant the Company does
update any forward-looking statement, no inference should be made that the Company will make additional updates with respect to
that s1atement, related matters, or any other forward-looking statemenis. Any Corrections or ravisions and other important assumptions
and factors that could cause actual resufts 1o differ materially from forward-looking statements made by the Company may appear in the
Company's public filings with the SEC, which are accessible at waww.sec.gov, and on the Company’s website at www.bnsf.com, and which
investors ase advised 1o consult.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

In the ordinary course of businass, BNSF utilizes various financial instruments that inherently have some degree of market risk. The follow-
ing table summarizes the impact of these hedging activities on the Company’s results of aperations {in millions):

Year onded December 31, EOO7T 2006
Fuelhedge benefit lincluding ineffactive ponion of unexpired hedges) $§ I $ 341
Interest rate hedge loss (3) (1)
Total hadge benefit 28 340
Tax effact (11) (131)
Hedge benefit, net of tax 8 17 $ 200

The Company’'s fuekhedge benefit is due to increases in fugl prices subsequent to tha initiation of various hedges. Tha information pre-
sented in the Managamant’s Discussion and Analysis of Financial Condition and Results of Operations section and Notes 3 and 9 to the
Consolidated Financial Statements describe significant aspects of BNSF's financial instrument activities that have a material market risk.
Additionally, the Company uses fuel surcharges, which it believes substantially mitigates the risk of {uel price volatility.

Commadity Price Sensitivity

BNSF engages in hadging activities 10 partially mitigate the risk of fluctuations in the price of its diese! fuel purchases, Existing hedge
wansactions as of December 31, 2007 are based on the front month settlement prices of West Texas Intermadiate crude oit (WTI). For
swaps, BNSF either pays or raceives the difference between the hedge price and the actual average price of the hedge commaodity during
a specified datermination period for a specified number of gallons. Hedge transactions are genarally sattled with the counterpanly in cash,
Based on historical information, BNSF beiievas there is a significant correlation between the markel prices for diesel fuel and WTI.

At December 31, 2007, BNSF had recorded a net fuel-hedging asset of $39 million for fuel hedges covering 2008 through 2010.

The fallowing table is an estimate of the impact to earnings that could result from hypothetica! price changes during the twalve-month
pericd ending December 31, 2008, and the balance shest impact from the hypothsetical price changes, both based on the Company’s hedpe
position at December 31, 2007:

Bonsitivity Analysis
Hedged Commodity Fuel-Hedgo Annunl Balance Sheet Impaot of Change
Price Changoe Pro-Tax Earnings Impaci in Foel-Hodge Fair Value
10 percent increase $9 million increase $13 million increase
10 percent decrease $9 million decrease $13 million decrease

Based on fuel consumption during the twelve-moenth period ending December 31, 2007, of 1,442 million gallons and fuel prices during that
same period, excluding the impact of the Company’s hedging activities, a 10-percent increase or dacrease in the commaodity price per gallon
would result in an approximate $255 million increase or decrease, raspectively, in fuel expense {pre-tax) on an annual basis.

Al December 31, 2007 BNSF maintained fuel inventories for use in normal operstions, which were not material to BNSF's overall financial
position and, therefore, represent no significant market exposure. Further information on fuel hadges is incorporated by reference from
Note 3 10 the Consolidated Fingncia! Statements.

Interest Rate Sensitivity

From time to time, BNSF enters into various interest rate hedging transactions for purposes of managing exposure to fluctuations in interest
rates by establishing rates in anticipation of both future debt issuances and the refinancing of leveraged leases, as waell as 1o convert a
portion of its fixed-rate fong-term debt 10 floating-rate debt. These interest rate hedges are sccounted for as cash flow or fair value hedges.
BNSF's measurement of the fair value of these hedges is based on estimates of the mid-market values for the transactions provided by the
counterparties to these agreements.

At December 31, 2007 the fair value of BNSF's debi, excluding capital leases, was $7475 million, which includes a fair value interest rate
hedge benafit of $8 million. Additionally, the Company had recordad an interast rate hedging liability of $5 million for cash flow hedges.
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The following 1able is an estimate of the impact 1o earnings and the fair value of the toial debt, excluding capital leases, and interest rata
hedges that could result from hypothetical interest rate changas during the twelve-month pericd ending December 31, 2008, based on debt
levels and outstanding hedges as of December 31, 2007:

Senaltivity Analysis
, Hypothatical Changs Floating Rate Debt - Annasl Changs in Falr Value
in Interest Rotes Pre-Tax Earnings Impact Total Dobt* Intcrowt Rato Hadges
1 percent decrease $7 million increass $718 million increase $8 million decrease
1 percent increase $7 million decrease $602 million decrease $5 million increass

a Excludes impact of intarest rate hodges.

Further information on interest rate hedges is incorporated by seferance from Note 3 to the Consolidated Financial Statemments. Information
on the Company's deb1, which may be sensitive to interast rate fluctuations, is incorporated by reference from Note 9 to the Consolidated
Financial Statements.
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Item 8. Financial Statements and Supplementary Data

The Consolidated Financial Statements and Management's Report on Internal Control Over Financial Reporting of BNSF and subsidiary
companies, together with the report of the Company’s independent registerad public accounting firm, are included as part of this filing.

The {ollowing documaents are filed as a part of this report:

Consaolidated Financial Statements

Management's Report on Internal Control Over Financial Reporting OO PO OO PORERURPRRURS . - |
Report of Independent Registerad Public ACCOUNTING FIFMM........c i st s csmassssesss s porsemsss s sassasbsbss s bnes s as A3 0
Consolidated Statements of Income for each of the three years in the period ended December 31, 2007 ... 40
Consolidated Balance Sheets as of Dacember 31, 2007 and 2008.............cocovmermrrrire e srsssensmesss s enssensne@ 1
Consolidated Statements of Cash Fiows for each of the three years in the period ended Decemnber 31, 2007 ... 42
Consolidated Statements of Changes in Stockholders’ Equity for each of the three years in the period ended December 31, 2007.......... 43
Notes 10 Consolidated FiNanCial STATEMENIS..........ccvermeceriin s s e ssesisns s sststsssbstsss smnsssessassnssrssnenseeronns s rensenses s S4=T3
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Management’s Report on
Internal Control Over Financial Reporting

To the Shareholders of Burlington Northern Santa Fe Corporation
and Subsidiaries

The manegement of Burlington Northern Santa Fe Corporation {the Compary} is responsible for establishing and maintaining adequate
internal control over financial reporting. The Company's internal control over financial reporting was designed to provide reasonable assur

ance regarding the reliability of financial reporting and the preparation of the Company’s financial staiements for external reporting purposes
in accordance with generally accepted accounting principles in the United States of America,

Management assessed the effectiveness of the Company’s internal control over financial reponting as of December 31, 2007 In making
this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in
Internal Control - Intagrated Framework. Based on management's assessment, the Company concluded that as of Decernber 31, 2007, the
Company's internal control over financial reporting was effective based on those criteria.

The effectivensss of the Company’s intarnal contro! over financial reporting as of December 31, 2007 has been sudited by PricewaterhouseCoopers
LLE the Company’s independent registered public acoounting firm, as stated in their repont, which appears on the following pags.




Report of Independent Registered Public Accounting Firm

To the Shareholders and Board of Directors of
Burlington Northem Santa Fe Corporation

1n our opinion, the accompanying consclidated financial statements listed in the accompanying index present fairly, in all material respects,
the financial position of Burfington Northern Sants Fe Corporation and its subsidiaries (the Company) a1t Decembar 31, 2007 and 2006,
and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2007 in conformity

with accounting principles generally accepted in the United States of America. Also in our opinion, the Company maintained, in all material

respects, etfective internal control over financial reporting as of Decembar 31, 2007 based on critaria established in Internal Control - inte-
grated Framework issued by the Committee of Sponsoring Qrganizations of the Treadway Cormmission (COSO). The Company’s manage-
ment is responsible for these financial statements, for maintaining effective intarna! control over financial reporting and for its assessment
of the efiectivenass of intarnal control over financial reporting, included in the accompanying Management's Report on Intarnal Control
Over Financial Reparting. Our responsibility is 10 express opinions on these financial statements and on the Company’s intarnal control
over financial reporting based on our integrated audits. Wa conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board {United States). Those standards require that we plan and perform the audits to obtain reasenable assurance
about whether the financial statements are free of material missiaiement and whether effective internal control over financial reporting
was maintained in all material respects. Qur audits of the financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by manage-
ment, and evaluating the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating
the design and operating effectivaness of internal control based on the assessed risk. Our audits also included performing such other
procedures as wa considared necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

As discussed in Note 2 to the consolidated financial statements, affective January 1, 2007, the Company changed the manner in which it
accounts for pianned major maintenance activities and the manner in which it accounts for uncertain 1ax positions.

A company’s internal control over financial reporting is a process dasigned 1o provide ressonable assurance regarding the relisbilty of finan-
cial reporting and the preparation of financial statements for exiernal purposes in accordance with generally accepted accounting principles.
A company's internal control over financial reporiing includes those palicies and procedures that (i} pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflact the transactions and dispositions of the assets of the company, (i} provide reasonable
assurance that transactions are recorded as necessary to permit praparation of financial statements in accordance with generally accepted
accounting principtes, and that receipts and expenditures of the company are baing made only in accordance with authorizations of man-
agement and directors of the company; and (iif) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have 8 material effeci on the financial statements.

Because of its inherent limitations, internal control over financiat reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness 1o future periods are subject to the risk that controls may become inadequale because of changes in
conditions, or that the degree of compliance with the policies or procedures may dataricrate.

@mma"fm Y

Fort Worth, Texas
Febryary 12, 2008
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| Burlington Northern Santa Fe Corporation and Bubsidiaries

l Consolidated Statements of Income

In millions, except par share data

| Year ended December 31, 2007 12006 2003
{As Adjusted)® (As Adjusted)®
l Revenues § 15,8082 $ 14,885 $ 12,087
Operating expenses:
Comgensation and bensfits 3,773 3,818 3,515
Fuel 3,197 2,734 1,959
i Purchased services 2,020 1,808 1,713
Depreciation and amortization 1,293 1,176 1,111
Equipment rents 048 830 BAs
| Materials and other 1,088 802 878
' Tota! oparating expenses 12,316 11,464 10,060
Opaerating income 3,486 3,521 2,027
Interest expense 511 485 437
.Other expensa, net i8 40 a7
! Incorme before income taxes 2,057 2,606 2,453
‘Income 1ax expense 1,128 1,107 918
| Net income $ 1,820 $ 1,889 $ 1,534
Earnings per share:
Basic eamings per sharg 8 B5.19 & 523 $ 4.3
| Diluted earnings per share $ B5.10 $ 611 3 402
Average shares:
" Basic 352.5 361.0 371.8
| Dilutive sffect of stock awards 6.4 8.8 10.0
' Diluted 858.9 360.8 381.8

:u Prior year numbars have been adjustied for tha retrospactive adoption of Financial Accounting Standards Board (FASB) Staft Position (FSP) AUG AIR-1,
| Accounting for Planned Major Maintanance Activities. Sea Note 2 to the Consofidated Financial Staternents for additionel information,

See accompanying Noles 1o Consolidstad Financial $1atements.
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Burlington Northern Santa Fe Corporaticn and Subsidiaries

Consolidated Balance Sheets
Daoltars in millions, shares in thousands

Dwoninhar 31, 2007 2000
(A3 Adjusted)*
Assots

Current assets:
Cash end cash equivalents 8 330 $ ars
Accounts receivable, net 790 805
Materials and supplies 579 488
Current portion of deferred incoms taxes 200 345
Other current assels 182 168
Total curreni assets 2,181 2,181
Praperty and equipment, net 29,5687 27,921
Other assets 1,835 1,685
Total assets $ 23,583 $ 31,797

Liabilities and Stockholders’ Equity
Current liabiiities:

Accoumts payable and other current liabilities § 32,824 $ 2.853
Long-terrn debt due within one year 411 473
Total current liabtlities 3,233 3,328
Long-term debt and commercial paper 7,735 6,012
Dalerred income taxes B,484 8,208
Casualty and environmaental liabilities 843 830
Pension and retiree health and welfare liability 144 604
Employee separation costs 77 86
Qther liabilities 1,621 1,213
Tota! iiabilities 22,439 21,269

Commitments and contingencies {see Notes 3, 9 and 10)
Stockhotders' equity:
Common stock, $0.01 par value, 600,000 shares authorized;

537330 shares and 532,080 sharas issuad, raspactively ] 5
Additional paidin-capital 7,348 8,980
Retained earnings 11,182 9,739
Treasury siock, at cost, 189,626 shares and 174,205 shares, raspactively (7.222) {5.029)
Accumulated other comprehensive loss (139) (277

Total stockholders' equity 11,144 10,528

Toual liabilities and stockholders' equity $ 33,5813 $ 31,797

a Prior year numbers have been adjusted for the retrospactive adoption of FSP AUG AIR-1, Accounting for Plannad Major Maintanance Activities.
See Note 2 to the Consolidated Financial Staterents lor additiona! information.

See accompanying Notes to Consolidated Financlal Statemants.
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Burlington Northern Santa Fe Corporation and Subsidiaries

Consolidated Statements of Cash Flows

In millions

Year onded December 31, 2007 2008 2003
{As Adjusted)* [As Adjusted)®
Operating Activities
Net income $ 1,829 $ 1,889 $ 1,534
Adiustments to reconcile net incoma to net cash provided by operating activitios:
Depraciation and amortlzation 1,293 1,176 1,111
Dsfarrad incoma taxes 280 318 219
Employee separation costs paid (1) (27) (30)
Long-1erm casualty and environmanial liabilities, net 26 (5% (71)
Other, net 183 (43) 2
Changes in current assets and liabilittes:
Accounts receivable, net 20 (127 {138)
Change in accounts receivable salgs program - - (350)
Materials and supplies (81) (92) (57)
Other current assets 2 20 {S)
Accounts payable and other current liabilities (39) 53 491
Nat cash provided by operating activities 3,408 3,189 2,706
Investing Activities
Capital expenditures (2.248) (2,014) (1,750)
Construction costs for facility financing obligation @7 (14) (4)
Other, net (130) {138) (368)
Nat cash used for investing activities (2.418) (2,187) (2,120)
Finaocing Activities
Net (decrease} increase in commercial paper and bank borrowings (584) 283 5683
Proceeds from issuance of long-tarm debt 1,300 300 500
Payments on long-term debt (482) (467) (464)
Dividends paid (380) (310) (267)
Proceeds from stock options exercised 142 118 244
Purchase of BNSF common stock (1,265) (730) (799)
Prepaid forward repurchase of treasury stock - - (800}
Excess tax benefits from equity compensation plans 181 05 -
Procaeds from facility financing obligation 41 - -
Othaer, net 15) (2 (10)
Net cash used for financing activities (1,128) (722) (833}
{Decrease) increase in cash and cash equivalents (45) 300 (247)
Cash and cash equivalents:
Beginning of year a75s 75 322
End of year 3 330 3 375 $ 75
Supplemental Cash Flow Information
interest paid, ne1 of amounts cepitalized $ 4ap4 8 482 $ 427
Income 1axes paid, net of refunds ] 680 $ 779 $ 545
Non-cash asset financing -] 461 ] 108 $ 68

a Prior year numbers have been adjusted for the retrospective adoption of FSP AUG AIR-1, Accounting for Planned Major Maintenance Activities.

Ses Note 2 1o the Consolidated Financial Stataments for additional information.

See accompanying Notas to Consolidated Financial Statements.
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Burlington Northern Santa Fe Corporation and Subsidiaries

Consolidated Statements of Changes in Stockholders’ Equity

Dollars in millions, shares in thousands, except per share data

Prepald Acen-
Parward mntated
Common Raopur- Other Total
Btock and chase of Unearned  Compro- Btock-
Common  Treasury Pald-in Hetained Treasury Troasury Compen- hensive  holders’
Shares Shares Capital Earnings® Btock Stoch sation Loss Equity®
Balance at December 31, 2004, as reported 517,278 (140,463)| § 6,304 & 8,792 $ (3,741) § - $ (480 & (1) 38011
Cumutative effect retraspective application, net

ol tax expense of $78* - 127 - - - - 127

Balance a1 Dacember 31, 2004, as adjusted 8,304 8.919 (3.741) - (43} (1} 9,438
Comprehensive incoma;

Net income - 1.534 - - - - 1,534

Mirimwm pension Fability adjustment,

net of tax berefit of $25 - - - - - (39) (38)

Fuelfinterest hedge mark-to-markat,

net of tax benefit of $8 - - - - - (13 (13)
Total comprehensive incoms - 1,534 - - - (82) 1,482
Commen stock dividends, $0.74 per share - (278) - - - - (278}
Rastricied stock expense - - - - a7 - 37
Restricied stock aetivity and

refated tax benefit of $10 86s (140) 46 - - - (18) - 30
Exercise of stock cptions and .

related tax benefit of $84 9,348 (540} 337 - (29) - - - 328
Purchase of BNSF common stock - {14,675) - - (798) - - - (789)
Prepaid forward regurchase of treasury stock - - - - - (800} - - (800)
Balance at December 31, 2005, as adjusted 527,280 (155,718) 8,707 8,176 {4,568) {600) (22) (53) 0,638
Comyehensive incame:

Net income - 1,889 - - - - 1,889

Minimum pension liablity adjustment,

not of tax axpense of $24 - - - - - 40 40

Fuslfinterest hedge mark-to-markes,

net of tax benefit of $117 - - - - - {188) (188)
Tolal comprehensive incoma - 1,889 - - - {148) 1,741
Adjustment to initfally apply Statement of

Financial Actounting Standard (SFAS)

No. 158, net of tax benefit of $48 - - - - - (76) (78}
Commen stock dividends, $0.90 per share - {325) - - - - {325}
Resticted stock and stock options expense 72 - - - - - 72
Rastiicted stock activity and

related 1ax benefi of §15 28 33 18 - (1) - - - 15
Exarcise of stock options and

ralated tax banefit of $80 4,763 @78) 225 - (29) - - - 108
Adjustment upon adoption of SFAS Na. 1231 - - (25) - - - 22 - {3
Purchasa of BNSF common stock - {9,860) - - (730) - - - (730}
Prepaid forward repurchase of treasury stock - {8,218) - - (800} 800 - - -
Balance at December 31, 2006, as adjusted 532,080 (174,205) 8,895 9,739 (5,926) - - (277 10,528
Comprehensive income;

Net income - 1,829 - - - - 1,829

Change in unrecognized prior Service cost and

sttuarial losses, net of tax expense of $76 - - - - - 122 122

Fuelfinteres hadgs mark-o-market,

net of tax expensa of 310 - - - - - 16 18
Total comprehensiva income - 1,820 - - - 138 1,967
Adjustment for the adoption of

FASB interpretation No. {FIN} 48 - (13) - - - - {13}
Comman stock dividends, $1.14 per share - (403) - - - - {403)
Restricted stock and stock oplions expense 88 - - - - - as
Rastricted slock activity and

related 1ax benefit of $23 1 (48} 24 - - - - - 24
Exescise of stock options and

related Lax benefit of $98 5.249 (319) 268 - (28) - - - 240
Purchasa of BNSF common stock - (15,034} - - (1.,2685) - - ~ (1.265)
Balance a1 December 31, 2007 537.330 (189,628) $ 7,353 $11,182 § (7,222) & - S = $ (139) $ 11,144

o Prior year numbers have been adjusied for the retrospective adoption of FSP AUG AIR-1, Accounting for Plannod Major Maintanance Activities.
See Note 2 to the Cansolidarad Financial Siatements for additional information.

Ses accompanying Notes 1o Consolidated Financial Statements.

2007 Annual Report and Form 10-K | 43




Burlington Northern S8anta Fe Corporation and Subsidiaries

Notes to Consolidated Financial Statements

1.The Company

Burtington Northern Santa Fe Corporstion (BNSF) is a holding company that conducts no aperating activities and owns no signilicant assets
other than through its interests in its subsidiaries. BNSF's principal, wholly-owned subsidiary is BNSF Railway Company (BNSF Raitway),
which operates one of the largest railroad networks in North America with approximately 32,000 route miles in 28 states and two Canadian
provinces. Through one operating transportation services segment, BNSF Railway transports a wide range of products and commodi-
ties including the transportation of Consumer Products, Industrigl Products, Coal and Agriculturatl Products, derived from manutacturing,
agriculturel and natural resource industries, which constituted 37 percent, 24 percent, 21 percent and 18 percent, respectively, of tota!
fraight revenues for the year ended December 31, 2007 These Consolidated Financia! Statements include BNSFE BNSF Railway and other
majority-owned subsidiaries, all of which are separate lagal entities {collectively, the Company).

2. Significant Accounting Policies

Principles of Consolidation

The Consolidated Financial Statements include the accounts of BNSF, including its principal subsidiary BNSF Railway. All significant inter-
comparny accounts and transactions have been eliminated. The Company evaluates its less than majority-owned investments for consolida-
tion pursuant to FIN 468, Consolidation of Variable Interest Entities.

Usae of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles in the United States of America (GAAP)
requires management 1o make estimatas and assumptions that affect the reported amounts of assets and liabilities and disclosure of con-
tingent assets and liabilities at the date of the financial statements and the reporied amounts of revenues and expenses during the periods
presented, These estimates and assumptions are periodically reviewed by managemant. Actual results could differ from those estimates.

Revenue Recognition

Transportation revenues are recognized based upon the proportion of service provided as of the balance sheet date. Revenues from
ancillary services are recognized when performed. Customer incentivas, which are primarily provided for shipping a specified cumulative
volumne or shipping toffrom specific locations, are recorded as a reduction to revanue on a pro-rata basis based on actual or projected {uture
customer shipments. When using projected shipments, the Company relies on historic trends as well as economic and other indicators to
estimate the [iability for customer incentivas.

Accounts Receivable, Net

Accounts receivable, net includes accounts receivable reduced by an allowance for bill adjustments and uncollectible accounts, Tha allow-
anca for bill adjustments and uncollectible accounts is based on historical experience as well @s any known trends or uncenainties related
to customer billing and account collectibility.

Cash and Cash Equivalents

All short-term investments with ariginal maturities of 90 days or less are considared cash equivalents. Cash equivalents are stated at cost,
which approximates market value because of the short maturity of these instruments.

Materials and Supplies

Materials and supplies, which consist mainty of rail, ties and other items for construction and maintenance of property and equipment, as
well as diesel fuel, are valued at the lower of average cost or market.
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Property and Equipment, Net

Property and equipment are depraciated and amortized on a straight-ine basis over their estimated useful lives. The Company uses the
group method of depraeciation in which a single depreciation rate is applied to the gross investmaent in a particular class of property, despite
differences in the service life or sahags valua of individual property units within the sams class, Upon normal sale of retirement of cenain
depreciable railroad property, cost less net salvage value is charged to accumulated depreciation, and no gain or loss is recognized. The
disposals of iand and non-rail property as well as significant premature ratirements sre recordad as gsins or losses at the time of their
OCCUrrence.

The Company seli-constructs portions of its track structure and rebuilds certain classes of rolling stock. In addition to direct labor and
material, cenain indirect costs are capitalized. Expenditures that significantly increase asset values or extand useful lives are capitalized.
Repair and maintenanca expenditures are charged to operating expense when the work is performad. Property and equipment are stated
at cost.

The Company incurs certain direct labor, contract service and other costs associated with the development and insiallation of internak
use computer software. Costs for newly developed software or significant enhancements to existing software are typically capitalized.
Research, preliminary project, operations, maintenance and training costs are charged to operating expense when the work is performed.

LongHived assets are reviewed for impairment when events or changes in circumstances indicats that the carrying amouni of an 8sset may
not be recoverable. i impairment indicators are present and the estimated future undiscounted cash flows are less than the carrying value
of the long-lived assets, the carrying value is reduced to the astimated fair value as measured by the discounted cash flows.

Leasshokd improvermnents that meet capitalization criteria are capitalized and amortized on a straight-lina basis over the lesser of their est
mated useful lives or the remaining lease term. Cash flows for capitalized leasshold improvements are reported in the investing activities
other, net ling of the Consofidated Statemants of Cash Flows.

Planned Major Maintenance Activities

Effective January 1, 2007, the Cornpany transitioned to the defarral methed of accounting for leased locomotive overhauls, which includes
the refurbishment of the engine and related components. Previously, the Company used the accrus-in-advance method of accounting for
these plannad major maintenance activities; hawever, under FSP AUG AIR-1, Azcounting for Planned Major Maintenance Activities, issued
in September 2006, this method is no longer allowed. This change was applied retrospectively for all periods presented. Accordingly, BNSF
has eliminated the asset and liability recorded from the accrue-in-advance mathodology and established an asset for overhauls that have
been performed. This asset of $245 million, which is included In propenty and equipment, net in the Dacamber 31, 2006 Consolidated
Balance Shaats, will be amortized to expense using the straightine method until the next overhau! is performed or the end of the lease,
whichever comas first, typically between six and eight years. The effects of these adjustments were s tollows (in millions}):

Consolidated Statements of income

Year anded Docomber 31, 2008 2008
As Reporied As Adjusted As Reportod As Adjusted

Depreciation and amortization $ 1,130 8 1176 $ 1,075 $ 1,111
Materials and other 052 2902 P17 876
Total operating expenses 11,468 11,464 10,085 10,080
Operating income 3.517 3,521 2.022 2,027
Income before income taxes 2,002 2,008 2.448 2,453
Income tax expense 1,105 1.107 P17 019
Net income $ 1,887 $ 1889 $ 1,531 $ 1,534
Basic earnings per share $ 523 $ 523 s 412 $ 413
Diluted earnings per share $ 510 $ 5.11 s 401 $ 4.02
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Consolidated Balance Sheets

Docember 31, 2006
As Reporisd As Adjusied

Propenty and equipment, net 8 27,878 § 27,921
Other assets 1,788 1,696
Total assets 31,843 31,787
Deferred incoma taxas 8,218 8,208
Other iabilities 1,273 1,213
Total liabilities 21,247 21,269
Retained earnings 9,807 9,739
Total stockholders’ equity 10,396 10,528
Toial liabilities and stockhelders’ equity $ 31,6843 $ 31,797

Consolidated Statements of Cash Flows

Year ended December 31, 2000 2005
As Reported As Adjusted Ag Reportod Aa AdjJusied

Net income $ 1,887 $ 1,889 $ 1.531 $ 1,534
Depreciation and amortization 1,130 1,176 1.075 1,111
Deferred income taxes 314 318 217 219
Operating activities other, net (74) {43) (54) 2
Net cash provided by operating activities 3.108 3,188 2,609 2,708
lnvesting activities other, net (58) (139) (269) {366)
Net cash used for investing aclivities S (2,088) $ (2,187) $ (2.023) $ (2120

The effects of the adjustments on years prior 10 fiscal 2005 resulted in an adjusiment 1o increase stockholders’ equity as of January 1, 2005
by $127 million.

Environmental Liabilities

Liabifities for erwircnmental cleanup costs are initially recorded when BNSF's liability for environmental cleanup is both probable and
reasonably estimable. Subsequent adjustments 1o initial estimates are recorded as necessary based upon additional information developed
in subsequent periods. Estimates for these liabilities are undiscounted.

Personal Injury Claims

Liabilities for personal injury claims are initially recorded when the expected loss is both probable and reasonably estimable. Subseguent
adjustments to initial estimates are recorded as necessery based upon additional information developed in subsequent periods. Liabilities
recorded for unasserted personal injury clsims, including those related to asbestos, are based on information currently available. Estimatas
of liabitities tor personal injury claims are undiscounted.

Income Toxes

Defarred tax assets and liabilities are measured using the tax rates that apply 10 taxabla income in the period in which the deferred tax asset

: or liability is expected to be realized or paid. Valuation allowances are established to reduce deferred tax assets if it is more likely than not

that some or all of the deferred tax asset will not be realized. Investmeani 1ax credits are accounted for using the liow-through method.
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Uncertain Tax Positions

In June 2008, the FASB issued FIN 48, Accounting for Uncertainty in Incorne Taxes—an interpratation of FASB Statement No. 108, Account-
ing for income Taxas. This interpretation addresses the detarmination of whether tax benefits claimed or expected to be clzimed on a
1ax return shou!d be recorded in the financial statements. Under FIN 48, the Company may recognize tha tax benefit from an uncertain
tax position only if it is more fikely than not that the tax position will ba sustained on examination by the taxing authorities, based on the
technical merits of the position. The tax bensfits recognized in the financial statements from such e position should be measured based on I
the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate settiemnent. FIN 48 also provides guidance i
on derecognition, classification, interast and penalties on incorme taxes, accounting in interim periods and requires increased disclosures. I
The Company adopted the provisions of FIN 48 on January 1, 2007 As a result of the implementation of FIN 48, the Company recorded

an $83 million increase in tha liability for unrecognized tax benefits, which is offset by a reduction of the deferred tax liability of $70 mil-

fion, resulting in a decrease to the January 1, 2007, retained earnings balance of $13 million {for additional information see Note 5 to the

Consolidated Financial Statements).

Stock-Based Compensation

The Company adopied SFAS No. 123R, Share-Based Payment, on January 1, 2008. This statemnent requires BNSF 1o recognize the cost
of employee services recsived in exchangs for the Company’s equity instruments. Under SFAS No. 123R, BNSF is required to record
compensation expensa over an sward's vesting period based on the award's fair value at the date of grant. BNSF has elected to adopt SFAS
No. 123R on a modified prospective basis; accordingly, the financial statements for periods prior to January 1, 2008, do not include com-
pensation cost calculated under the tair value method. Since tha adoption of this new guidance, there have baen no significant changes in
the quantity of types of instruments used in stock-based compensation programs, nor have there been any significant changss in the terms
of existing stock-based compensation amangements. The Company did, howaver, record a favorable curnulative adjusiment for estimated
forfeitures of $3 million, which, due 10 its immateriality, was included as a reduction 1o compensation expense in the first quarter of 2006.

Prior 10 January 1, 2006, the Company applied Accounting Principles Board Opinion 25, Accounting for Stock Issued to Employses, and.
therefore, recorded the intrinsic valus of stock-besed compensation as expense. The following table illustratas the effect on net income and
earnings per share if the Company had applied the fair value recognition provisions of SFAS No, 123, Accounting for Stock-Based Compensa-
tion, to stock-based employee compensation (in millions, except per share data}l prior to Januery 1, 2006:

Yonr endod December 31, 2008"
Net income, as reported $ 1.634
Stock-based employee compensation expense included in reportad net income, net of related tax effects 23
Total stock-based compensstion expensse determinad under fair value methad for 81l awards,
net of related tax effects {42) [
Pro forma net income $ 1,515

|
Earnings per share: I
4.13 |

Basic - as reporied $

Basic - pro forma $ 4.07
Diluted - as reported $ 402
Diluted - pro forma $ 9.87

8 Prior year numbers have been adjusted lor the retrospective adoption of FSP AUG AIR-1, Accounting for Plannad Major Maintenance Activities.
See “Planned Major Maintanante Activities” within this fooinote for additional information,

Employment Benefit Plans

The Company estimates liabilitiss and expenses for the pension and retiree health and welfare plans. Estimated amounts are based on
historical information, current information and astimates regarding future events and circumstances. Significant assumptions used in the
valuation of pension end/or retiree health and walfare liabilities include the expecied return on plan assets, discount rate, rate of increase in
compensation levels and the health care cosi trend rate.

Reclassifications

Certain comparative prior year amounts in the Consolidated Financia! Statements and accompanying notes have been reclassifisd 10
conform to the current year presentation. These reclassilications had no effect on previously reparted operating income or net income.
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3. Hedging Activities

The Company uses darivative financial instruments to hedge against increases in diessel fuel prices and interast rates as well as to convert a
portion of its fixad-rate long-term debt to fleating-rate debt. The Company does not hold or issue derivative financial instruments for trading
of speculative purposes. The Company formally documents the relationship between the hedging instrument and the hedged item, as welt
as the risk management objective and strategy for the use of the hedging instrument. This documentation includes linking the derivatives
that are designated as fair value or cash flow hedgas to specific assets or liabilitiss on the balange sheet, commitments or forecasted
transactions, The Company assesses at the time a derivative contract is entered into, and st least quarterly thereafter, whether the derivative
item is effective in offsetting the changes in lair value or cash flows. Any change in fair value resulting from ineffsctiveness, as defined by
SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended, is recognized in current period earnings. For
derivative instruments that are designated and gualify as cash flow hedges, the effective portion of the gain or loss on the derivative instru-
ment is recorded in accumulated other comprehensive loss (AQCL) as a separate component of stockholders’ aquity and reclassified into
earnings in the period during which the hedpe transaction affects earnings. Cash flows related to fuel and interast rate hedges are classified
as operaling activities in the Consolidated Statements of Cash Flows.

BNSF monitors it1s hedging positions and credit ratings of its counterpanies and does not anticipate any losses due 10 counterpany
nonperformance.

Fue!

Fuel costs represented 26 percent, 24 porcent and 19 percent of total operating expsenses during 2007, 2006 and 2005, respectively. Due to
the significance of diasel fue) expenses 10 the operations of BNSF and the historical volatility of fuel prices, the Company has entered into
hedpes to partially mitigate the risk of fluctuations in the price of its diesel fuel purchases. The fue! hedges inclute the use of derivatives
that are accounted for as cash flow hedges. The hedging is intended to protect tha Company’s operating marpins and averall profitability
from adverse fuel price changes by entering into fuekhedge instruments based on management’s evatuation of current and expected diesel
fue! price trends. However, to the extant the Company hedges ponions of its fuel purchases, it may not reslize the impact of decreases in
fuel prices. Conversely, 1o the extent the Company does not hedge portions of its fue! purchases, it may be adversely affected by increases
in fue! prices. Based on fuel consumption during 2007 and excluding the impact of the hedges, each one-cent increase in the price of fuet
per gallon would result in approximately $14 million of additional fugl expense on an annual basis. However, BNSF believes any fuel price
increase would be substantially offset by the Company’s fuel surcharge program,

Total Fuel-Hedgling Activities

As of Decernber 31, 2007, BNSF's total fugl-hedging positions covered approximately 3 percent, 1 percent and fess than 1 percent of
astimated fue! purchases for 2008, 2002 and 2010, respectively. Hedgs positions are closely monitored to ensure that they will not exceed
actual fuel requirements in any peried.

The amounts recorded in the Consolidated Statermants of Income for fuel-hedge transactions were as follows (in millions):

Year ondad Docomber 31, £0O7 2008 ROOS
Hedge benefit 8 80 $ 343 $ 535
Ineftective portion of open hedges 1 (1) (£ )]
Tax effect (18) (131) (203)

Hedge bensfit, net of tax 8 19 3 210 $ 328

The amounts recorded in the Consolidated Balance Sheets for fuel-hedge transactions were as follows (in millions):

December 31, 2007 2008
Short-term fuetkhedging asset & 29 $ 13
Long-term fuekhedging asset 10 -
Short-term fuel-hedging liability - @)
Ineffective portion of open hedges - 1
Tax effect {15) (4)
Amount included in AOCL, net of tax 8 824 $ 8
Settled fuet-hedging contracts raceivable s 8 $ a7
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BNSF measures the fair value of hedges based upon data provided by various external counterparties. Ta value a swap, tha Company uses
the forward comrnodity price for the period hedged.

NewYork Mercantile Exchange {NYMEX) #2 Heating Oil (HO) Hedges

As of December 31, 2006, BNSF had outstanding fua! swap agreements utilizing NYMEX #2 HO. No additional HO hedges were entered
into during 2007 As of December 31, 2007, there ware no HO hedge positions outstanding.

Wost Texas Intermediate (WTI) Crude Oil Hedges

At December 31, 2007 BNSF had outstanding fuel swap agreements utilizing WT) cruds cil. The hedge prices do not include taxes,
transportation costs, certain other fuel handling costs and any differences which may occur between the prices of WTI and the purchase
price of BNSF’s diesel fusl, including refining costs. Over the twelve months ended December 31, 2007, the sum of gl such costs averaged
approximately 55 cents per gallon.

During 2007, the Company entered into fuel swap agreements utilizing WTI to hedge the equivalent of approximately 1.5 million barre!s of
fuel with an average swap price of $64.12 per barrel. The following tables provide fuel-hedge data based on the quarter being hedged for all
WTi fuel hedges outstanding as of December 31, 2007

Quartay Ending
2008 March 31, June 30, Beptamber 30, December 01, Annual
WY1 Swaps
Barrels hedged (in thousands) 290 280 230 230 1,010
Equivalent gallons hedged {in millions) 12.1B 10.92 9.68 9.66 43.42
Average swap price (per barrel) $ 63.68 $ 83,77 $ 83.70 $ 83.70 $ 683.72
Fair value {in millions) $ 8 ] 8 $ ;] $ 6 $ 29
Ruarter Ending
2008 March 33, Juno 30, September 30, D her 31, Annual
WTI Swaps
Barrels hedged (in thousands) 100 100 100 70 aro
Equivalent gallons hedged (in millions} 4.20 4.20 4.20 2.94 15.54
Average swap price {per barrsl) $ 85.10 $ 65.10 $ 85.10 $ 65.00 $ 65.08
Fair value lin millions} $ 2 % 2 $ 2 $ 2 ] 8
Qnarter Ending
2010 Maroh 31, June 30, September 30, Decembar 31, Annoual
WTI Swaps
Barrels hedged {in thousands) 70 - - - 70
Equivalent galions hedged (in millions) 2.94 - - - 2.94
Average swap price {per barrel) $ 64.80 $ - s - $ - $ 64.80
Fair value (in millions} 3 2 $ - 3 - $ - $ 2
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Summarized Comparative Prior Year Information

The following table provides surmmarized comparative information for hedge transactions outstanding as of December 31, 2006.

Year onded December 31,

HO Swaps

Gallons hedged ({in millions)
Average swap price (per gallon)
Fair value (in millions}

HO Collars

Galions hedged {in millions)
Avarage cap price {per galion)
Average floor price (per gallon}
Fair value (in millions)

WTI Collars

Barrels hedged (in thousands)
Equivalent gallons hedged (in millions)
Average cap price {per barrel)
Average flcor price {per barrel)

Fair value lin millions)

2007

55.65
$ 211
$ (8

40.95
$ 117
$ 107
$ 23

150
6.30

$ 33.00
$ 26.00
8 4

Interest Rate

From time to time, the Company enters into various interest rate hedging transactions for the purpose of managing axposure to fluttua-
tions in interest rates by establishing rates in anticipation of both future debt issuances and the refinancing of leveraged feases, as well as
converting a portion of its fixed—ate long-term debt to floating-rate dett. The Company uses interest rate swaps and treasury locks as part

of its interest rate fisk management strategy.

Total Interest Rate Hedging Prograem
All interest rate derivative transactions outstanding are reflected in the following table:

Docember 31, 3007

Maturity Dats Fuair
2008 2009 2010 2011 2018 Thersafter Total Value
Fair Value Hodges
Fixed to variable swaps (in millions) $ - $ 200 $ 250 3 - $ - $ - 8 450 $ 6
Average fixed rate -% 8.13% 7.13% -% % % 6.68%
Average floating rate -9 5.47% 7.86% -9 ~% -% 6.80%
Cash Flow Hedges
Treasury locks (in millions) & 175 3 - $ - & - $ - $ - $ 175 $ (5
Average rate 4.41% =% =% % -9 -% 4.41%

BNSF's measurement, of the fair value of interest rate derivatives is based on estimates of the mid-market velues for the trensactions

provided by the counterparties 1o these agreements.
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Summarized Comparative Prior Year information

Docember 31, 2008
Maturity Date Fair
2007 2008 2008 2010 2011 Thoreaftar Total Value
Fair Valuo Hodges
Fixed 1o variable swaps (in millions) $ 300 8 - $ 200 8 250 § - $ - % 750 $ (6}
Averags fixed rate 7.88% 9% 8.13% 7.13% =% =% 7.16%
Average floating rate 7T.88% % 5.84% B.23% =% -% 7.49%
Cash Flow Hedges
Treasury locks (in millions) $ 130 $ - & - 8 -~ % - $ - 130 $ -
Average rate 4.69% ) ~% % % -% 4.89%

Fair Value Interest Rate Hedges

The Company enters into interest rate swaps 1o convert fixed-ate long-term dabt to {icating-rate debt. These swaps are accounted for
as fair value hedgas under SFAS No. 133. These fair value hedges qualify for the shon-cut method of recognition; therefare, no portion of
these swaps is reated as inaffective. As of each of the years ended December 31, 2007 and 2006, BNSF had outstanding seven and ten
separate swaps, respectively, with an aggregate notional amount of $450 million and $750 million, respectively, in which it pays an average
floating rate, which fluctuates quarerly, based on London Interbank Offered Rate {LIBOR). The average floating rate 10 be paid by BNSF as
of December 31, 2007, was 6.80 percent, and the average fixed rate BNSF is to receive is 6.68 percent.

The amounts recorded in the Consclidated Statements of Incomae, as an increase to or reduction of interest expense, for interest rate fair
value hedge transactions were as follows (in millions).

Yeor ondod December 31, 2007 f008 2005
Hedge (loss) benelit § (3) $ 1) $ 17
Tax effect 1 - (8)

Hedge (loss} benefit, net of tax 8 (2) $ (1 $ 11

The amounts recorded in the Consalidated Balance Sheets for interest rate fair valua hedge transactions, which represent the fair value of
open hedges, with a corresponding adjustment 10 debt or accrued interest, wers as follows {in millions):

Decomber 31, 28007 2008
Long-term interest rate hedging asset 8 6 $ -
Long-term intersst rate hedging liability 8 - $ (&

Cash Flow Interest Rate Hedges

In anticipation of 8 future debt issuance, the Company entered into seven treasury locks in September, Cctober and November 2007, having
an aggregate notional amount of $175 millien, and an average locked-n rate of 4.41 parcent, to fix a portion of the rate for a future 10-year
unsecured dabt issuance. The treasury jocks are expected to be unwound during 2008, and any gain or loss on the hedges will be amortized
to interest axpense over the life of the issued debt. Thase transactions are accountad for as cash flow hedges.

In anticipation of a future refinancing of several leveraged leases, the Company had enterad inlo six reasury locks having an aggregate
notional amount of $147 million to fix the interest rate inherent in the operating lease payments. The treasury locks were terminated in May
2007 in connection with the refinancing of the leveraged leases, and the resulting $0.5 miflion gain on these hedges will be amortized 10
equipment rents over the remaining lite of the teases. These transactions are also accounted for as cash flow hedgas.

In anticipation of future debt issuances, the Company had entered into fourteen treasury locks having an aggregate notional amount of
$450 million to fix 8 portion of the rate for a futura 10-year unsecured det issuance and a future 30-year unsecured debt issuance. The
treasury locks were terminated in April 2007 in connection with the issuance of $650 million 10-year and $650 milion 30-year unsecured
debt. Upon tarmination, BNSF received $6 milion from the counterparties, which will ba amortized to interest expensea over the life of the
issued debi. These transactions ase also accounted for as cash flow hedges.
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_The amounts recorded in the Consolidated Balance Sheets for interest rate cash flow hedge transattions, which represent the fair vatus of

open and closad hadpes, were as follows (in millions):

Duecambar 31, 2007 2006
imerest rats hadging liability - open hedges 8 (5) 3 -
Unrecognized gain'on closad hedges 19 15
Tax effect (5) (8)
Unrecognized gain in AOCL, net of tax $ o $ 9
4. Other Expense, Net
Other expense, net includes the following {in millions):
Yoar snded Docamber 31, ROOT 2008 LO0S
Accounts receivable ssles fees 8 190 $ 23 8 16
Loss from participation in synthatic fuel partnership 5 e 14
Miscellaneous, net {6) 8 8
Tota! $ 18 $ 40 $ a7

The decrease in other expense, nat was predominantly due 1o lower accounts recaivable sales {ees, a decrease in lossas on BNSF Railway's

participation in a synthetic fuel partnership and an increase in interest income.

During the fourth quaner of 2004, BNSF Raitway ndirectly purchased 8 4.17 percent ownership of & synthetic fuet partnership through & 50
percent interest in a limited liability company with an unrelated entity. The synthetic fuel partinership generates Section 29 synthetic fuel tax
credits, which reduce the Company’s etlective tax rate {see Note 5 to the Consolidated Financial Statements for additional information), In
2007, 2006 and 2005, BNSF Railway received a tax benelit trom its participation in the partnership of approximately $7 million, $11 million
and $16 million, respectively, related to the fuel 1ax credits and the deduction of partnership operating losses. In 2007, 2006 and 2005, the
Company recorded approximately $5 million, $9 million and $14 million, respectively, of other expanse, net related to the Company’s share
of the partnership’s losses under the equity method of accounting. The perinership does not qualify for consolidation under FIN 46R, as
BNSF Railway is not the primary beneficiary of the partnership. The partnership’s activities terminated on December 31, 2007; thergfore,

the Company will not have any additional exposure to loss from the synthetic fuel partnership.

5. Income Taxes
Income tax expense was as follows (in millions):

Year pnded December 31, 2007 zo0a" 005"
Current:
Federal s 741 $ 897 $ 820
State 107 94 80
Total current 848 791 700
Deferred:
Federal 245 300 185
State 35 16 34
Total deferred 280 316 219
Total $ 1,128 § 1,107 $ 919

a Prior year numbers have been adjusted for the retrospective sdoption of FSP AUG AIR-1, Accounting for Plannad Major Maintenance Activities.

See Note 2 1o the Consolidated Financial Statemants for additional information.
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Reconciliation of the federal statutory income tax rate to the effective tax rate was as follows:

Year ended Decembar 31, 2007 2O0S R003
Feders! statutory income tax (ate 35.0% 35.0% 35.0%
State income taxes, net of federal tax benefit 3.1 2.6 3.0
Tax law change - 0.2) -
Synthetic fuel credits (0.2) 0.3 {0.4)
Other, net 0.3 (0.2) {0.1)
Efiectiva tax rate 38.2% 36.9% 37.5%

The components of deferred tax assets and liabilities were as follows {in millions):

Docembar 31, 2007 2004°

Delerred tax liabilities:

Deprociation and amortization 8 (8,977) $ (B,738)
Hedging e8) (15)
QOther {170) {208)
Total deferred tax liabilities (9,173) (8,981)
Deterred tax assets:
Casualty and environmental 348 332
Pension and retiree health and welfare benefits 184 247
Compensation and benefits 145 168
Employee separation costs as 30
Other 287 232
Total deferred tax assets 079 1,008
Net defarrad tax liability & (5,194) $ (7,053)
Non-current deferred income tax liability $ (8,484) $ (8,298)
Current portion of deferred income taxes 280 348
Net deferred tax liability 8 (8,194) $ (7.953)

s Prior yeor aumbers have been adjusted for the retrospective adoption of FSP AUG AIR-1, Accounting for Planned Major Maintenance Activities.
See Note 2 10 the Consolidated Financial Stetements for additional infarmation.,

All federa! income 1ax returns of BNSF’s predecessor companies, Burlington Northern Inc. and Santa Fe Pacific Corporation, are closed
through 1994 and the business combination date of September 22, 1995, respectively. Internal Revenue Service (IRS) examination of
the years 1995 through 1999 for BNSF is completed. and the un-agreed issuas are pending belore IRS Appeals. It is anticipated that 8
settlemnent with the IRS for the years 1995 through 1999 may be reached within the next twelve months. Examination of the years 2000
through 2002 and 2003 through 2005 for BNSF are completed and protesis of the un-agreed issues ere pending betore IRS Appeals, BNSF
is currently under examination for year 2006.

BNSF and its subsidiaries have various state income 1ax returns in the process of examination, edministrative appeal or litigation. State
income tax returns are generally subject to examination for a period of three to five years after filing of the respective retun. The slate
impact of any feders! changes remains subject to examination by various stales for a period of up to one year after formal notification o
the states.

Due to the capitakintensive nature of BNSF's business, a significant portion of the audit issues with the IRS and other taxing authorities
relate 1o whether expenditures are classified as maintenance or capital and whether certain asset valuations are appropriate. A provision for
taxes resulting from ongoing and future lederal and state audits is based on an estimation of aggregate adjustments that may be required
as a result of the audits. The Company believes thal adsquate provision has been made for any adjustment that might be assessed lor open
years through 2007
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Uncertain Tax Positions

The Company adopted the provisions of FIN 48 on January 1, 2007 As a result of the implementation of FIN 48, the Company recorded
an 383 million increase in the liability for unrecognized tax benelfits, which is offset by a reduction of the deterred tax liability of $70 mi-
lion, resulting in 3 decrease to the January 1, 2007 retained earnings batance of $13 million. The amoum of unrecognized tax benafits ai
December 31, 2007 was $125 million, of which $91 million would impact the Company’s effactiva tax rate if recognized. A reconciliatign of
the beginning and ending amount of unrecognized tax benefits is as follows {in millions):

Balance at January 1, 2007 & 87
Additions for tax positions retated to cutrem year 29
Additions/reductions for tax positions taken in prior years 12
Reductions for 1ax positions as & result of:
Setilements -
Lapse of statute of limitations @
Balance at December 31, 2007 $ 125

It is expected that the amount of unrecognized tax benefits will change in the next twelve months; however, BNSF doas not expect the

. change to have a significant impact on the results of operations or the financial positicn of the Company.

The Company recognizes interest accrued related to unrecognized tax benefits in interest expense and penallies i income tax expense in
the Consolidated Stataments of Incomae, which is consistent with the recognition of these iterns in prior reporting periods. The Company
had recorded a liabifity of spproximataty $41 million and $65 million for the payment of intarast and penalties for the years ending December
31, 2007 and 2006, respactively. For the year ended December 31, 2007, the Company recognized & reduction of approximately $7 million
in inerest and penalty expense. For the years ended Decermber 31, 2006, and 2005, the Company recognized approximately $5 million and
£9 million in interest and penalty expense, respectively.

6. Accounts Receivable, Net

BNSF Raitway transfers a portion of its accounts receivable to Santa Fe Receivables Corperation (SFRC), a special purpose subsidiary. SFRC
transfers an undivided interest in such receivables, with limited exceplions, to 8 master trust and causes the trust to issue an undivided
intarast In the raceivablas 1o investors (the A/R sales program). The undivided interests in the master trust may be in the form of certificates
or purchased interests.

BNSF Railway's total capacity to sell undivided interests to investors under the A/R sales program was $700 million at Dacember 31, 2007,
which was comprised of twe $175 million, 364-day accounts racaeivable facilities and two $175 million, 3-year accounts receivable facilities.
BNSF Railway amended the two 364-day facilitios in November 2007, reducing the commitied amounts to $775 million each and moditying
their maturities to Novamber 2008, The two 3-year facilities were entered into in November 2007 concurrently with the amendment and
extension of the two 364-day facilities and will mature in November 2010, Qutstanding undivided interests held by investors under the
AJR sales program were $300 million at December 31, 2007 and 2006, respactively, with $75 millien In each facility. These undivided
interests in receivables are excluded from accounts receivable by BNSF Railway in connection with the sale of undivided interests under
the A/R sales program. These undivided interests were supported by $1,105 million and $1,030 million of receivables transferred by SFRC
to the master trust at December 31, 2007 and 2008, respectively. Whan SFRC transiers these receivebles 1o the master trust, it retains an
undivided interest in the receivables sold, which is included in accounts receivable in the Company’s Consolidated Financial Statements,
The intergst that continues to be held by SFRC of 3805 mitlion and $730 million at December 31, 2007 and 2006, respectively, less an
allowance for uncollectible accounts, reflectad the total accounts receivable transferred by SFRC 10 the master trust less $300 million at
both Dacember 31, 2007 and 2006. of outstanding undivided interasts held by investors. Dua to a relatively short collection cycle, the fair
value of the undivided interest transferred to investors in the A/R sales program approximated book value. and there was no gain or loss
from the transaction.

t BNSF Railway retains the collection responsibility with respect to the accounts receivable. Proceeds trom collections reinvested in the A/R

sales program were approximataly $16.8 billion, $15.8 billion and $13.6 billion in 2007, 2006 and 2005, respectively. No servicing asset or
liability has been recorded because the fees BNSF Railway receives for senvicing the receivables approximate the related costs. SFRC’s

" costs of the sale of receivables are included in other expense, net and were $19 million, $23 million and $15 million for the years ended
. Dacembar 31, 2007 2006 and 2005, respectively. These costs fluctuate monthly with changes in prevailing interest rates and wera based

on weighted average interest rates of 5.6 percent, 5.3 percent and 3.3 percent for the years ended December 31, 2007 2006 and 2005,

- respectively. These costs include interest, discounts associated with transferring the receivablas under the A/R sales program to SFRC,

program fees paid (o banks, incidental commercial paper issuing ¢osts and fees for unused commitment availability.
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The amount of accounts raceivabla transterred by BNSF Railway to SFRC fluctuates based upon the availability of receivables and is directly
affected by changing business volumes and credil risks, including ditution and definquencies. In order for there 1o be an impact on the
amount of receivables BNSF Raitway could sell, the combined dilution and delinquency percentages would have 1o exceed an established
threshold for tha combined dilution and delinquency percentages. BNSF Railway has historically experienced very low levels of default or
dilution and was well below the established rate at December 31, 2007 Based on the current levels, if dilution or delinquency percantages
were {o increase by one percentage poini, thera would be no impact 10 the amount of receivables BNSF Railway could sell.

Receivahles funded under the A/R sales program may not include amounts over 90 days past due ¢r concentrations over cenain limits with
any one customer and certain other receivables. At Dscember 31, 2007 and 2006, $11 million and $26 million, respeactively, of accoums
receivable were greater than 90 days old,

BNSF Railway maintains an allowance for bill adjustmeants and uncollectible accounts based upon the expected collectibility of accounts
receivable, including receivables transferred to the master trust. Credit losses ara based on specific identification of uncollectible accounts
and application of historical collection percentages by aging category. At both December 31, 2007 and 2006, $36 million of such allow-
ances had been recorded, of which $34 million had been recorded as a reduction to accounts receivable, net. The remaining $2 million
at December 31, 2007 and 2006, respectively, had been recorded in accounis payable and other current liabilities because they relate to
the outstanding undivided interests held by investors, During the years ended December 31, 2007 and 2006, 54 miltion and $8 million,
respectively, of accounts receivable were written off.

The investors in the master trust have no recourse to BNSF Raitway's othar assets except for customary warranty and indemnity claims.
Creditors of BNSF Railway have no recourse to the assets of the master trust or SFRC unless and until all claims of their respective creditors
have been paid. The A/R sales program includes provisions that, if triggered, allow the investors participating in this program, at their option,
1o cancel the program. At December 31, 2007, BNSF Railway was in compliance with these provisions.

7 Property and Equipment, Net

Property and equipment, net {in millions), and the weighted average annua! depreciation rates {%!} were as follows:

2007
Deapreciation
Docetmber 31, 2007 006" Rates
Land $ 1,718 $ 1,603 -9
Track structure 18,037 17,101 3.2%
Othar roadway 12,370 11,608 2.4%
Locomotives 4,003 3,705 6.4%
Freight cars and other equipment 2,034 1,939 5.2%
Computar hardware and software 582 492 14.0%
Total cost 38,744 38,538
Less accumulated depraeciation and amortization (9,177 {8,617)
Property and equipment, net $ £95,5687 $ 27,921

a Prior yaar numbers have been adjustad for the retrospective adoption of FSP AUG AIR-1, Accounting for Planned Major Mainianance Activities.
See Note 2 to the Consolidated Financial Staternents for additional information.

The Consolidated Balance Sheets at December 31, 2007 and 2006, included $1,507 million, net of $469 million of amortization and $1,039 mik
lion, net of $409 milkon of amortization, respectively, for property and equipment under capita) eases, primarily for locormotives.

The Company capitalized $17 million, $14 million and $13 million of interest for the years ended December 31, 2007, 2006 and 2005,
respectively.
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8. Accounts Payable and Other Current Liabilities
Accounts payable and cther current liabilities consisted of the following (in millions):
Docomber 31, 2007 2000
Compensation and benefits payable $ 568 $ o6eo
Rents and leases 303 350
Accounts payable 296 282
Casualty and envicgnmantal liabilitiss 246 233
Customear incentives 145 163
Proparty tax liabilities 141 132
Accrugd interest 138 127
Dividends payable 112 90
Income tax liabilities ae a8
| Other 793 70D
Total § 2,824 $ 2.853
9. Debt
Debt outstanding was as follows {in millions):
) Docomber 31, 2007"° £006°
Notes and dabentures, due 2008 to 2097 § 6,376 686% $ 5384 6.8%
Equipment obligations, due 2008 to 2016 207 6.6 347 8.7
: Capitalized lease obligations, due 2008 1o 2027 838 6.3 609 6.9
‘ ' Mortgage bonds, due 2008 to 2047 102 S.6 108 5.7
,  Financing obligstions, due 2008 to 2028 211 6.3 153 8.3
Commercial paper 261 b5 B48 54
I Unamaortized discount and other, net (38) (40}
l Total 8,146 7,385
. Less current portion of long-term debt {411) 7.2% “@ry  7.1T%
Long-term debt $ 7,738 $ 8912

i a Amounts reprasent debt ocutstanding and waighted average interast rates for 2007 and 2008, respactively. Maturities are a3 of Dacamber 31, 2007

| Notes and debentures includa a fair value adjiustment increase for hedges of $6 millicn and a decrease of $6 million at December 31, 2007
and 20086, respectively.

As of December 31, 2007 certain BNSF Railway properties and other assets were subject to liens securing $102 million of mortgage debt.
Certain locomotives and rolling stock of BNSF Railway were subjact 10 equipment obligations and capital leases.

The following iable provides fais value information for the Company's debt obligations including principat cash flows and related weighted
average interest rates by contractual maturity dates. Weighted avarage variabla rate for commerciat paper is the cumrent rate at December
31, 2007 The remaining weighted average variable rates are based on implied forward rates in the yield curve at December 31, 2007

December 31, E00T

Falr
Total Total Value
locluding Excluding Excluding
! Matuority Dats Capital Capital Capital
2008 2000 2010 2011 2012 Thereafter I L L
Fixed-rate debt
{in millions) $ 411 $ 188 $ 208 $ 515 % 393 $ 6718 $ 7,429 % 8,491 § 6,752
Average intsrest rate 7.2% 6.9% 6.8% 8.7% 8.0% 8.5 % 8.5%
Variable-rate debt
{in millions} 3 - & 204 $ 252 $ - $ 261 $ - s Tz & "7 $ 723
Average interast rate ~% 4,4% 6.7% -9 5.5% ~ % 5.68%

BNSF has included maturities of $261 million of commercial paper in the 2012 column asbove.




Tha fair value of BNSF's long-term debt is primarily based on quotad market prices for the same or similar issues, of on the current rates that
would be offerad 1o BNSF for debt of the same remaining maturities. Capital leases have been excluded from tha calculation of fair value for
both 2007 and 2006, The carrying amount of commaercial paper and bank debt approximates fair value, snd the average interest rate equals
the currant rate because of the short maturity of these instruments.

Notes and Debentures

2007

In February 2007, the Board of Directors (the Board) authorized an additional $1.4 billion of debt securities that may be issued pursuant
to a debt shelf registration statement that has bean filed with the Securities and Exchange Commissicn, for a total of $2.1 billion of debt
socurities authorized 1o be issued.

In Agril 2007, BNSF issued $650 million of 5.65 percent debentures and $650 million of 6.15 percent debentures due May 1, 2017 and
May 1, 2037 respectively. The net proceeds from the sale of the debentures are being used for genera! corporate purposes including,
but not limited to, working capita!, capital expenditures, funding debt which matured in 2007, the repayment of commercial paper and the
repurchase of common stock. The issuance of these debentures reduced tha amount of debt autherized to be issued by the Board through
its registration statement 1o $800 million.

2006

In August 2006, BNSF issued $300 million of 6.20 percent debentures due August 15, 2036. The net proceads from the sale of the deben-
tures are being used for general corporate purposes including but not limited to working capital, capital expenditures and the repayment of
outstanding commercial paper.

2005

In December 2005, BNSF issued $500 million of 6.613 percent junior subordinated notes due December 31, 2055. The junior subordi-
nated notes are callable on or after January 15, 2026, at par plus accrued and unpaid interest. On January 15, 2028, if the junior subordinated
notas are not called, the interest rate will change to an annual rate equal 1o the 3-ronth LIBOR plus 2.36 percent, reset quarterly, Interest
payments may be deferred, at the option of the Company, en a cumulative basis for a pericd of up to five consecutive years; however, during
this time the Company would not be permitted to declare or pay dividends on its commen steck. In the event that centain financial covenants
are not maintained, the Company would be required to sell common stock, the proceeds of which would be used to pay any accrued and
unpaid interest. Al December 31, 2007, the Company was in compliance with these covenants. Because of this structure, certain rating
agencies provide a considerable degree of equity treatment for purposes of calculating various ratics and metrics. The majority of the net
proceeds of the debt issuance was used to repurchase common stock, with the remainder used for general corporate purposes.

Capital Leases
In 2007 BNSF entered into several capite! leases totaling approximately $325 million o finance locomotives and freight cars. The terms of
the leasas are between 15 and 20 years.

Financing Obligation

In 2005, the Company commenced the censtruction of an intermoda) facility thai it intends 10 sell to a third party &nd subsequently lease
back. Once construction of the facility is complete and all improvernents have been sold to the third party, BNSF will fease the facility
from the third party for 20 years. Construction is expected 10 be completed by early 2009 with an approximate cost of $180 million, As of
December 31, 2007 BNSF has sold $41 million of complated improvaments. This sale leaseback 1ransaction is being accounted for as a
financing obligation due to centinuing involvement. The outflows from the construction of the facility are classified as investing activities,
and tha inflows fromn the associated financing proceeds are classified as financing activities in the Campany’s Consolidated Statements of
Cash Flows.

Revolving Credit Facility and Commercial Paper

In the fourth quarter, the Company extendad the expiration date of its $1.2 bilkion long-term bank credit facility to September 2012, Annual
facility fees are currently 0.08 percent for the facility. The rate is subject to change based upon changes in BNSF's senior unsecured debt
ratings. Borrowing rates are based upon (i) LIBOR plus a spread determined by BNSF's senior unsecured debt ratings, (il money market
rates offered at the aption of the landers, or {ill an alternate base rate. BNSF must maintain compliance with centain linancial covenants
under its revolving credit agreement. At December 31, 2007 the Company was in compliance with thase covenants.

At December 31, 2007, there were no bank borrowings against the revolving credit agreement,
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BNSF issues commercial paper from time 1o time that is supported by the bank revolving credit agreement. Quistanding commercial paper
balances reduce tha amount of borrowings available under this agreement.

The maturity value of commercial paper as of Decamber 31, 2007, of $391 miltion reduced the total capacity available under the revolving
credit agreements to $809 million. Commercial paper outstanding included $129 million issued to 8 consolidated subsidiary of BNSF that
was eliminated upon consolidation. Consolidated commaercial paper outsiending, which had a maturity value of $262 million, was classified
as lang-term debt in the Company’s Consolidated Balance Sheet.

Guarantees

Debt and other obligations of nen-consolidated entities guaranteed by the Company as of December 31, 2007, were as follows {dollars
in millions}:

Gunranioes
ENSF Princtpal Mawximum Maximom Aemaining
Owoership Amount Future Racourse Teorm Capitalized
Percantags  Guaranteed Payments Amount® {tn years) Obligations
Termination
Kinder Morgan Energy Partners, L.P. 0.5% s 190 $ 190 $ - of Ownership s -
Kansas City Terminal Intermodal
Transportation Corporation 0.0% $ 56 $ 8 $ 81 11 § 31®
Westside Intermodal Transportiation
Corporation 0.0% $ 40 & 81 $ - 16 & 8¢
The Unified Governmeni of Wyandote
County/Kansas City, Kansas 0.0% 3 13 $ 18 s - 16 $ 10°
Chevron Phillips Chemical Company, LP 0.0% N/A® N/A® N/A® 10 3 14°
Various lessors
(Residual velue guarantees) 0.0% N/A $ 271 $ 271 Various $ 68°
All other 0.0% $ @ $ 7 s 3 Various $ -

a Rellecis the maximum amount the Company could recover frorm a third party oiher than the counterpary.
b Reflects capitalized obligations that are recorded on the Company's Consolidated Batanca Sheets.

¢ Reflacts the FIN a5, Guarantor 's Accounting and Disclosure Requirements for Guarantees, esset and corresponding liability for the fair value of these
guareantees.

d There is no cap 1o the liability that can be sought from BNSF for BNSF's negligance or the nagtipence of the indemnified party, However, BNSF could
recaive reimbursement from certain insurance policies it the liability exceeds a certain amount.

Kinder Morgan Energy Partners, L.P

Santa Fe Pacific Pipelines, Inc., an indirect, wholly-owned subsidiary of BNSF Railway, has a guarantee in connection with its remaining
spacial limited parnarship interest in Santa Fe Pacific Pipolings Pariners, L.P (SFPPY, a subsidiary of Kinder Morgan Energy Partners, L.P, to
be paid only upon default by the partnership. All obligations with respact to the guarantee will cease upon termination of ownership rights,
which would occur upon a put notice issued by BNSF or the exercise of the ¢all rights by the general pariners of SFPR

Kansas City Terminal Intermodal Transpaortation Corporation

BNSF Railway and another majer railroad jaintly and severally guaraniee $56 million of debt of Kansas City Terminal Intermodal Transporta-
tion Corporation, the proceeds of which were used to finance construction of a double track grade separation bridge in Kensas City,
Missouri, which is operatad and used by Kansas City Terminal Railway Company (KCTRC), BNSF Railway has a 25 percent ownership in
KCTRC, accounts for its intarest using the equity mathod of accounting and would be required o fund a portion of the remaining obligation
upon default by the original debior.

Westside Intermodal Transportation Corporation and The Unified Govarnment of Wyandotte County/Kansas City, Kansas

BNSF Railway has outstanding guarantees of $53 million of debt, the proceeds of which were used to finance construction of a bridge
that connects BNSF Railway’s Argentine Yard in Kansas City. Kansas, with the KCTRC mainkne uacks in Kansas City, Missouri. The bridge
is operated by KCTRC, and payments relatad 1o BNSF Raitway's guarantee of this obligation would only be called for upon default by the
original debtor.
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Chevron Phillips Chemical Company, LP -

In the third quanter of 2007 BNSF Raitway entered into an indemnity agreement with Chavren Phillips Chemical Company, LP (Chevron
Phillips), granting certain rights of indeminity from BNSF Railway, in order to facilitale access to 8 new storage facility. Under certain circum-
stances, payment under this obligation may be reguired in the event Chevron Phillips were 10 incur certain liabilities or other incramental
costs resulting from trackage access.

Residual Value Guaranteas (RVG)

In the normal course of business, the Company enters into leases in which it guaranteas the residual value of centain leased equipment.
Soms of these leases have rengwal or purchase options, or both, that the Company may exercise at the end of the lease term. If the Com-
pany elects not to exercise thesa options, it may be required to pay the lessor an amount not exceeding the RVG. The amount of any payment
is contingent upon the actual residual value of the leased equipment. Some of these leases also require the lessor to pay the Company any
surplus if the actual residual value of the leased equipment is over the RVG. These guarantees will expire between 2008 and 2011,

The maximum future payments. as disclosed in the Guarantees table above, represent the undiscounted maximum amount that the
Company could be required to pay in the event the Company did not exercise its renowal aptien and the tair market value of the equipmant
had significantly declined. BNSF does not anticipate such a large reduction in the fair market value of the leased equipment. As of December
31, 2007 the Company had recorded a $68 million asset and correspending liability for the fair value of the RVG,

All Other
As of December 31, 2007, BNSF guaranteed $6 million of othar debt and leases. BNSF holds a performance bond and has the option to
sub-lease property 10 recover up o $3 million of the $6 million of guarantees, These guarantaes expire between 2008 and 2013.

Other than as discussed abova, there is no collateral held by a third party that the Company could obtain and liquidate to recover any
amounts paid under the above guaraniees.

Other than as discussed above, none of the guarantees are recorded in the Consolidated Financiat Statements of the Company, The
Company does not expect performance under these guarantees to have a2 material effect on the Company in the foreseeable future.

ndemnitles

In the ordinary course of businass, BNSF enters into agreemants with third parties that include indemnification clauses. In general, these
clauses ara customary for the types of agreements in which they are included. At times, these clauses may involve indemnification for the
acts of the Company, its employees and agents, indemnification for anather party's acts, indemnification for future events, indernnification
based upon a certgin standard of performance. indemnification for liabilities arising out of the Company’s use of leased equipment or other
propenty, or other types of indemnification. Due to the uncertainty of whether events which would trigger the indemnification cbligations
would ever occur, the Company does not believe that these indemnity agreemants will have a materiz) adverse effect on the Company’s
results of operations, financial position or liquidity. Additionally, the Company believes that, due 10 lack of histarical payment experience, the
fair value of indemnities cannot be estimated with any amount of certainty and thet the fair valus of any such amount would be immaterial
to the Consolidated Financial Staternents. Agreements that contain unique circumstances, particularly agreements that contain guarantees
that indemnify another party's acts are disclosed separately if appropriate. Unless separately disclosed above, no fair value liability refated
to indemnitias has been recorded in the Consolidated Financial Statements.
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10. Commitments and Contingencies

Lease Commitments

BNSF has substantial lease commitments for locomotives, {reight cars, trailers and containers, oHice buildings, eperating lacilities and ather
property, and many of these leases provide the option to purchase the leased item at fair market value at the end of the lease. However,
some provide fixed price purchase options. Future minimum lease payments as of December 31, 2007 are summarized as follows (in
miltions):

Oparuting
December 01, Capita] Loascs Leases®
2008 $ 204 $ 699
2009 175 681
2010 138 629
20m 6 582
202 78 525
Thereafter 518 4,382
Total 1,209 $ 7.498
Less amount representing interest (271)
Prasent value of minimum lease payments $ 938

o Excludes leases having non-cancelabie lease terms of less than one year and per diem lesses.
Lease rental expensa for all operating leases, excluding per diem leases, was $706 million, 8665 million and $565 million for the years ended

December 31, 2007 2006 and 2005, respactively. When rental payments are not made on a straight-line basis, the Company recognizes
rental expense on a straight-ine basis over the lease term. Contingent rantals and sublease rentals wers not significant.

Other Commitments

In the normal course of business, the Company enters into long-term contractual requirements for future goods and services needed for
the operations of the business. Such commitments are not in excess of expected requirements and are not reasonably likely to result in
performance penalties or payments that would have a material adverse effect on the Company’s liquidity.

Personal Injury and Environmental Costs

Parsonal Injury

Personal injury claims, including asbesios claims and employes work-related injuries and third-party injuries icollectively, other personal
injury), are a significant expanse for the railroad industry. Personal injury claims by BNSF Railway employees are subject to the provisions
of the Fedaral Employers’ Liability Act [FELA) rather than state workers' compansation laws. FELAs system of requiring the finding of fault,
coupled with unscheduled awards and reliance on the jury system, contribuied to increased expenses in past years. Other proceedings
include claims by non-employaes for punitive as well as compensatory damages. A few procesdings purport to be class actions. Tha
variability present in settling these claims, including non-employee personal injury and matters in which punitive damages are alleged,
could result in ingreased expenses in future years, BNSF has implementad 8 number of safety programs designed to reduce the number of
personal injurigs as well as the associated claims and personal injury expense.

BNSF records a liability for personal injury claims when the expected loss is boih probable and reasonably estimable. The liability and
ultimate expense projections are estimated using standard actuarial methodologies. Liabilities recorded for unasserted personal injury
claims are based on information currently available, Due to the inherent uncertainty involved in projecting future events such as the number
of claims filed each year, developments in judicial and legislative standards and the average costs to setila projected claims, actual costs
may differ from amounts recorded. Expense accruals and any required adjustments are classified as materials and other in the Consolidated
Statements of Incoms.

Asbeslos

The Company is party 10 8 number of personal injury ¢laims by emplovees and non-employees who may have bean exposad to asbestos.
The heaviest exposure for BNSF employees was due 10 work conducted in and around the use of steam locomotive engines that were
phasad cut betweaen the years of 1950 and 1967, Howaever, other types of exposures, including exposure from locomotive component parts
and building materials, continued after 1967 uniil they were substentislly eliminated at BNSF by 1985,




BNSF assesses its unasseriad liability exposure on an annual basis during the third quarter. BNSF determinas its asbestos liability by estima-
ing its exposed population, the number of claims likely to be filed, the number of claims that will likety require payment, and ths estimated
cast per claim. Estimated filing and dismissal rates and average cost per claim are determined utilizing recent claim data and trends,

During the third quarters of 2007, 2006 and 2005, tha Company enalyzed recent filing snd peymant trends to ensure the assumptions used
by BNSF to estimate its future asbestos liability wera reasonable. In 2007 management recorded & decrease in expense of $17 million
due to a statistically significant reduction in filing rate experience for non-malignant claims. In 2006 and 2005, management recorded no
additionsl expense. The Company plans 10 update its study again in the third quarter of 2008.

Throughout the yaar, BNSF menitors actual experiance against the number of forecasted claims and expected claim payments and will
record adjustments to the Company’s estimates a5 necessary.

The follewing table summarizes the activity in the Company’s accrued obligations for both asserted and unasserted asbestos matters
{in millions):

2007 go0e 2005

Beginning balance $ 308 $ 328 $ 345
Accruals an - -
Payments (19) (20) (19)
Ending balance at December 31, $ 270 $ 308 $ 326

Of tha obkgation a1 December 31, 2007 $226 million was related 1o unasserted claims while $44 million was related to asserned ciaims.
At December 31, 2007 and 20086, $17 million and $22 million were included in current liabilities, raspectively, The recorded liability was
not discounted. In agdition, defsnse and processing costs, which are recorded on an as-reporied basis, were not inctuded in the recorded
liability. The Company is presentty self-nsured for asbestos-elated claims.

The following table summarizes information regarding the number of assered asbestos claims filed against BNSF:

2007 2008
Claims unresolved at January 1, 1,975 2,121
Claims filad ave 530
Claims seitted, dismissed or otherwise resolved (570) (878)
Claims unresolved at December 31, 1,781 1,878

Based on BNSF's estimate of the potentially exposad emplayees end related mortality assumptions, itis anlicipated thal unasserned claims
will continue 10 be filed through the year 2050, The Company recorded an amount for the full estimated filing period through 2050 because
it had a relativaly finite exposed pepulation (former and current employees hired prior to 1985), which it was able to identify and reasonably
estimate and aboul which it had obtained raliable demographic data (including age, hire date and occupation) derived from indusiry or BNSF
specific data that was the basis tor the study. BNSF projects that approximatety 55, 7 and 90 parcent of the future unasserted asbesios
claims will be filed within tha next 10, 15 and 25 years, respectively.

Because of the uncertainty surreunding the factors used in the study, it is reasonably possible that future costs 1o settle asbesios claims
may range from approximately $245 million 1o $295 million. However, BNSF beligves that the $270 million recorded a1 December 31, 2007
is the best astimate of the Company’s fuiure obligation for the settlement of asbestos claims.

The amounts recorded by BNSF for the asbestos~elated liability were based upon cumrently known facts. Future events, such as the number
of new claims 1o be filed each year, the average cost of disposing of claims, as well as the numerous uncertainties surrounding asbestos
litigation in the United States, could cause the actual costs to be higher or lower than projected.

While the final outcoms of asbestos-related mattars cannot be predicted with certainty. considering among other things the maritorious
legal defenses available and liabitities that have been racorded, it is the opinion of BNSF thal none of thesa items, when finally resolved, will
have a material adverse effect on the Company's finencial position or liquitiity. However, the occurrence of a number of these items in the
same period could have a material adverse effect on the results of operations in a particular quarter or fiscal year.
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Other Parsonal Injury

BNSF estimates its other personal injury liability claims and expense quarterly based on the covered poputation, activity levels and rends in
frequency and the costs of covered injuries. Estimates include unasserted claims except for certain rapetitive Stress and other occupational
trauma claims that result from prolonged repeated events or exposure. Such claims are estimated an an as-reported basis becauss, while
the Company has concluded that a probable loss has occurred, it cannot estimate the range of reasonably possible loss due to other
contributing causes of such injuries and the fact that continued exposure is required for the potential injury to manifest itself as a claim. The
Company beliaves that the low end of the range of reasonably possible loss, as that term is used in'FIN 14, Raasonable Estimation of the
| Amount of a Loss, is immaterial for these repetitive stress and other gccupational rauma claims.

BNSF monitors quarterly actual experience sgainst the number of forecasted claims to be received, the forecasted number of claims closing
. with paymant and expacted claims payments. Adjustments to the Company's estimates are recorded quarterly as necessary or more
frequently as new evenls or revised astimates develop.

| The {ollowing table summarizes the activity in the Company's accrued obligations for other personat injury matiers (in milionsy:

2007 £008 2005

Beginning balance $ 438 3 422 5 458
! Accruals 190 188 181
Payments (190) {171) (218)
Ending balance at December 31, § 439 $ 439 $ 422

l At December 31, 2007 and 2008, $163 million and $153 millicn were included in current liabilities, respectively. BNSF’s liabilities for other
- personal injury claims are undiscounted. In addition. defense and processing costs, which are recordad on an as-reperted basis, were not
included in the recorded liabitity. The Company is substantially self-insured for other persenal injury claims,

The following table summarizes information regarding the number of parsonal injury claims, other than asbestos, fited against BNSF:

007 R00S

Claims unresolved at January 1, 3,130 3,817

+ Claims filed 3,804 3,518
l Claimz setied, dismissed or otherwise resolved {3,703) (4,003)
Claims unrescived at Dacermnber 31, 3,328 3,130

| Because of the uncentainty surrounding the ultimate outcome of other personal injury ¢laims, it is reasonably possible that future costs to
settle cther personal injury claims may range from approximately $380 million 10 $530 million. However, BNSF believes that the $439 million
recorded at December 31, 2007 is the best estimate of the Company's future obligation for the setttement of other personal injury claims.

The amounts recorded by BNSF for other personal injury claims were based upon currently known facts. Future events, such as the number

i of new claims to be filed each year, the average cost of disposing of claims, 8s well as the numerous uncertainties surrounding parsonal
| injury litigation in the United States, could cause the actual costs to be higher or tower than projected.

While the final cutcome of these othar personal injury matters cannpl be predictad with certainty, consideting among other things the
meritorious legal dafenses available and liabilities that have been recorded, it is the opinion of BNSF that none of these items, when finally
resolved, will have @ material adverse effect on the Company's financial position or liquidity. Howevar, the occurrence of a number of these
items in the same period could have a material adverse effect on the results of operations in a particular quarter or fiscal year,
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BNSF Insurance Company

The Company has a consolidated, wholly-owned subsidiary, Burlington Northern Santa Fa insurance Company, Lid. (BNSF IC} that provides
insurance coverage for cenain risks incurred after April 1, 1998, FELA claims, raitroad protective and force account insurance claims and cer
tain excess general liability coverage incurred after January 1, 2002, and cenain other claims which are subject to reinsurance. Beginning in
2004, BNSF IC entered into annual reinsurance pooling agreements with several other companies. The pooling agreements insure workers
compensation, general liability, auto liability and FELA risk. In accordance with the agreements, BNSF IC cedes a portion of its FELA expo-
sure to the pool and assumes a propostionate share of the entire pool's risk. Each year BNSF IC reviews the objectives and performance of
the pool to determine its continued participation in the pool. At December 31, 2007, BNSF IC hact invested in third-party commaercial pager,
tima deposits and money market accounts as well as in commercial paper issued by BNSF. Afl of the third-party investments are classified
as cash and cash equivalents on the Company’s Consolidated Balance Sheet. At December 31, 2007, there was approximatety $300 million
related to these third-party investments, which were classified as cash and cash equivslents on tha Company's Consolidated Balance Sheet,
as compared with approximatety $350 million at December 31, 2005.

Environmental

The Company's operations, as well as those of its competitors, are subject to extensive federal, state and |ocal environmental ragulation.
BNSF's operating procedures include practices 10 protect the environment rom the risks inherent in railroad operations, which frequently
involve transporting chemicals and other hazardous materials. Additionally, many of BNSF's land holdings are and have been used for indus-
wial or transponation-related purposas o leased 10 commercial or industrial companies whose activities may have resuhed in discharges
onto the property. As a result, BNSF is subject 10 environmental cleanup and enforcemant actions. In particular, the federal Comprehensive
Environmentel Response, Compensation and Liability Act of 1980 (CERCLA), slso known as the Superfund law, as well as similar state
lews, genarally impose joint and several liability for cleanup and enforcement costs on current and former owners and operators of a sile
without regard 1o fault or the legality of the original conduct. BNSF has been notified that itis 8 potentially rasponsible party (PRP] for study
and cleanup costs at Superfund sites for which investigation and remediation payments are or will be made or are yet to ba determined
ithe Superfund sites) and, in many instances, is one of several PRPs. In addition, BNSF may be considered a PRP under certain athar laws.
Accordingly, under CERCLA and other federal and state statutes, BNSF may be held jointly and severally liable for all environmental cosis
associated with a particular site. If there are other PRPs, BNSF generally participates in the cleanup of thesa sites through cost-sharing
agreements with terms that vary from site to site. Costs are ypically allocated based on such factors as relative volumetric contribution of
material, the amount of time the site was owned or operated andfor the portion of the total site owned or operated by each PRP

Liabilities for environmental cleanup costs are recorded when BNSF's liability for environmental cleanup is probable and reasonably esti-
mable. Subsequent adjustments 1o initial estimates are recorded as necessary based upon gdditional information developed in subsequent
periods. Environmental costs inchude initial site surveys and enwironmental studies a3 well as costs for remediation of sites determined to
be contaminated.

BNSF estimates the ultimate cost of cleanup efforts at its known environmenta! sites on an annual basis during the third quartar. Ultimate
cost estimates for environmental sites are based on historical payment patterns, current estimated percentage 1o closure ratios and
benchmark patterns developad from dats accumulated from industry and public sources, including the Envircnmental Protection Agency
and othar govesnmental agencies. Thase factors incorporate experience gained from cleanup etforts at other similar sites into the estimates
for which remediation and restoration efforts are still in progress.

During the third quarter of 2007 2008 and 2005, the Company analyzed recent data and trends to ensure the assumptions used by
BNSF 1o estimate its future environmental lisbility were reasonable. As a result of this study, in the third quanier of 2007, 2008 and 2005,
management recorded additional expense of approximately $20 million, $5 million and $12 million as of the June 30 measurement date,
respectively. The Company plans to update its study again in the third quarter of 2008.

On a quarterly basis, BNSF monitors actual experience sgainst the forecasted remediation and related payments made on existing sites and
conducts ongoing environmental contingency analyses, which consider 8 combination of factors including independemt consulting reports,
site visits, legal reviews and analysis of the likelihood of participation in, and the ability to pay for, cleanup of other PRPs. Adjustmants to the
Company's estimates will continue 1o be recorded s necessary based on developments in subsequent periods., Additionally, environmental
accruals, which are classified a5 materials and other in the Consolidated Statements of Income, include amounts for newdy identified sites
of contaminants, third-party claims and legal fees incurred for defanse of third-party claims and recovery offorts.

2007 Annunl Report and Form 10-K | 83




Annual studies do not include (i} contaminaled sites of which the Company is not sware; {ii} additional amounts for third-party claims, which
arise out of contaminants allegedly migrating from BNSF property, due to a limited number of sites; or {iii} natural resource damage claims.
BNSF continues 10 estimate third-party claims on a site by sita basis when the liability for such claims is probable and reasonably estimable.
: BNSF's recorded liability for third-party claims as of December 31, 2007 is approximately $21 million.

BNSF is involved in a number of administrative and judicial proceedings and other mandatory cleanup efforis for 346 sites, including
Superfund sites, at which it is participating in the study or cleanup, or both, of alleged environmental contamination.

The following table summarizes the activity in the Company's accrusd obligations for environmental matters {in milllons):

2007 2006 2005

Beginning balance $ 318 $ 370 $ 385
i Accruals 126 20 33
' Payments (64) {72) (48}
. Ending balance at December 31, % 380 3 318 $ 370

At Dacember 31, 2007 and 2006, $66 million and $58 million was included in current liabilities, respectively. In the first quarter of 2007 the
Company recorded a8 $65 million pre-tax charge, or $0.11 per share, due %o an increase in environmental costs primarily related to a final
rasolution with the State of Washing:on and its Department of Ecology on claan-up of an existing environmental site at Skykemish and an
adverse reversal of a trial court decision on appeal regarding & site a1 Arvin, California.

BNSF's environmenta! kabilities are not discounted. BNSF anticipates that the majority of the accrued costs at December 31, 2007 will be
paid over the next ten years, and no individual site is considered 10 be material.

The following table summarizas the environmental sites:

BNBF Sitos Suporfund Sites
2007 2008 L2007 2006
Number of sites at January 1, 378 389 20 20
! Sites added during the period 18 23 - -
Sies closed during the period (a5) (1T - -
Number of sites at December 31, 346 375 20 20

Liabilities recorded for environmental costs represent BNSF's best estimate of its probable future obligation lor the remediation and
, setilement of these sites and include both asserted and unasserted claims. Unasserted claims are not a material component of the liability.
Although recorded labilities include BNSF's best astimate of all probable costs, without reduction for anticipated recoveries from third
parties, BNSF's total cleanup costs at thase sites cannot be pradicted with certainty due to various factors such as the extent of corractive
! actions that may be required, avolving environmenial laws and regulations, advances in environmeniat technology, the extent of other

parties' participation in cleanup efforts, developments in ongoing environmental snalyses relaled to sites determined to be contaminated

and devetopments in environmenta! surveys and studies of contaminated sitas.

[}
Because of the uncertainty surrounding these factors, it is reasonghly possible that future costs for environmental ligbilities may range
from approximately $300 million to $525 million, Howevar, BNSF believes that the $380 million recorded at Decambar 31, 2007, is tha best
estimate of the Company’s future obligation for environmental costs.

“While the final cutcome of these environmental matters cannot be predicted with certainty, it is the opinion of BNSF that none of these
_itams, when finally resolvad, will have a material adverse effect on tha Company’s financial position or liquidity. However, the occurrence
lof & number of these items in the same period could have a material adverse effect an the results of operations in a particular quarier or
! fiscal year.




Other Claims and Litigation

In addition o asbestos, other perscnal injury and environmental matters discussed above, BNSF and its subsidiaries are also parties to 3
number of other lagal actions and claims, various governmental proceedings and private civil Suits arising in the ordinary course of business,
including those related to disputes and complaints involving certain transportation rates and charges (including complaints seeking refunds
of prior chasges paid for coal transponation and the prescription of future rates for such movements and claims relating 10 service under
contract provisions or otherwisa). Some of the legal proceedings include claims for punitive as well as compensatory damages, and 8 few
proceedings purport 10 be class actions. While the final cutcome of these metters cannot be predicted with certainty, considering among
other things the meritorious legal defenses availatle and liabilities that have been recorded along with applicable insurance, it is the opinion
of BNSF that none of these items, whan finally resolved, will have & material adverse effect on the Company’s financial position or liquidity.
However, an unexpecied adverse resolution of one or more of these items could have o material adverse affect on the results of operations
in 8 particular quarter or fiscal year.

11. Employee Separation Costs
Employee separation costs activity was as follows (in millions):

2007 2006 ROGS

Baginning balance at January 1, $ 107 $ 132 $ 154
Accruals B 2 8
Paymaents (21} 27 (30)
Ending balance at December 31, $ 91 $ 107 $ 132

Employee separation liabiliies of $91 million were inctuded in the Consolidated Balance Shest at Becember 31, 2007 and principally
represent the following: (it 86 million for defersed banafits payable upon separation or retiremant to certain active conductors, trainmen
and locomotive engineers; (i) $1 million for employee-related severance costs for the consolidation of clerical functions, material handlers in
machanica! shops and trainmen on resarve boards; and (i) $4 million for certain non-union employee severance costs. Employee separation
expenses are recorded in matarials and other in the Consolidated Statements of Income. At Decarmber 31, 2007 $14 million of the remain-
ing iabilitiss ware included in current liabilities.

The deterred banefits payable upon separation or retirernent 10 certain active conductors, trainmen and locomotive engineers were primarily
incurred in connection with labor agreements reached prior to the business combination of BNSF's predecessor companiaes, Burlinglon
Northern Inc. and Santa Fe Pacific Corporation {the Merger). These agreements, armong other things, reduced train crew sizes and allowed
far more flexible work rules. The majority of the remaining casts will be paid between 2008 and 2020. As of December 31, 2007 the
Company had updated its estimate and recorded an additional liability of $4 million related to defarred bensfits (see (i) abovei and a liability
of $1 million related 1o non-union severance costs {see (i) above). The remaining costs for {ii} above are expected to be paid out between
2008 and approximately 2011, and the costs for {iii) above will ba paid over the next several years based on deferral elections made by the
affected employees.

12. Earnings Per Share

Basic earnings per share is based on the weighted average number of common shares cutstanding. Diluted sarnings per share is based on
basic earnings per share adjusted for the effect of potential common shares outstanding that were dilutive during the period, arising from
employes stock awards and incremental shares calcw'ated using the treasury stock method.

Weighted average stock options totaling 2.2 millign, 1.1 million and 0.1 million for 2007, 2006 and 2005, respectively. were not included in
1the computation of diluted eamings per share, because the options’ exercise prica exceeded the average market price of the Company’s
stock for those periods.

13. Employment Benefit Plans

BNSF sponsors a fundad, noncontributory qualified pension plan, the BNSF Retiremant Plan, which covers most non-union employess, and
an unfunded non-tax-qualified pension plan, the BNSF Supplemental Retirement Plan, which covers certain officers and other employees.
The benefits under these pension plans ara based on years of credited sarvice and the highast consacutive sixty months of compensation
for the last ten years of salaried employment with BNSE BNSF's funding policy is to contribute annually not less then the regulatory
minimurm and not more than the maximum amount deductible for income tax purposes with respect 10 the funded plan,
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Cenain salaried employees of BNSF that have met age and years of service requirements are eligible for life insurence coverage and medical
benefits, including prescription drug coverage, during retirement. This postretirement benefit plan, referred to as the retiree health and wal-
fare plan, is contribulory and provides benefits to retirees, their coverad depandents and beneficiaries. Retiree contributions are adjusted
annually. The plan also contains fixed deductibles, coinsurance and out-of-pocket limitations. The basic life insurance plan is noncontributory
and covers retiress only. Optional life insurance coverage is available for some retireas; however, the retiree is responsible for the full cost.
BNSF's policy is 10 fund benefiis payable under the mediczal and life insurance plans as they come due. Generally, emplgyees beginning
salaried employment with BNSF subsequent to September 22, 1995, are not eligible for medicat benefits during retirement,

In Saptember 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Banefit Pension and Other Postretirernent Plans-an
amendment of FASB Statements No, 87 88, 106 and 132A, which requires the recognition of the overfunded or underfunded status of a
defined benefit postretirement plan in the Company’s balance sheet. This portion of the new guidance was adopted by the Company on
December 31, 2008. Additionatly, the pronouncement eliminatas the oplion for the Company to use a measurement date prior to the Corm-
pany's fiscal yasrend effactive December 31, 2008, SFAS No. 158 provides two approaches to transition to a fiscal yearend maasurement
date. both ot which are to be applied prospectively. BNSF has elected to apply the transition opticn under which a 15-month measurement
was determined as of September 30, 2007 thei covers the period until the fiscal yearend measurement is required on December 31, 2008.
As a result, the Company recerded a $7 million decrease to retained earnings in January 2008,

The following table shows the incremental effect of applying SFAS No, 158 to both the Company’s pension and retiree health and wellare
plans on individual line items in tha Consolidated Balance Sheet as of December 31, 2008 (in millions):

Ponsion and Retires Honlth and Welfare Bonefita

Balancos Prier
to Adoption of
BFAS No. 158
and tho Ending
Minimum Minimum Balances Prior SFAB No. 158 Balanoces Aftor
Linhility Liability to Adoption of Adoption Adoption of
Adjustment Adjustiment SFAS No, 138 Adjustments SFASR No. 158
Pension asset $ 156 $ - s 156 $ (156) $ -
Total assats $ 31,953 $ - $ 31,953 $ (156) $ 31,797
Pension Fability % 52 & - 5 52 8 (52) 3 -
Additional minimum pension liabilivy $ 417 (84) $ 353 (353) s -
Liability for retiree health and
welfare benefis $ 237 - 8 257 (257) $ -
Pension and retiree health and
welfare liability 3 - - $ - 830 3 630
Deferred income 12xes $ 8322 24 3 8,346 (48) $ 8,208
Total liabilities $ 21.389 $ {40) 5 21349 5 {B0) $ 21,269
AQCL $ (241) 3 40 s (201) $ (76) $ (277)
Total stockholders’ equity $ 10,584 $ 40 $ 10,604 $ (78) $ 10,528
Components of tha net cost lor thesa plans were as follows {in millions):
Pension Benefits Rotiree Health and Welfare Bencfits
Year ended Decamber 31, 2007 2006 £005 ROOT 2006 2005
Service cost $ 25 $ 25 $ 20 8 2 $ 3 $ 2
Interast cost o7 24 95 17 15 17
Expected return on plan assets {108) o7 (102) - - -
Amartization of net loss a5 48 25 [ 3 -
Amortization of prior service cost - - ~ (8) (7) (B)
Net cost recognized 8 b8 $ 88 $ 28 8 17 $§ 14 $ 11
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The projected beneiit obligation is the present value of benefit earned to date by plan participants, including the effect of assumed tuture
salary increases and expacted healthcare cost trend rate increases. The following table shows the changs in projected benefit cbligation

based on the September 30 measurement date (in millions).

Retirec Health and
Pension Benefiis Wolfare Benofits

Changoe io Bonefit Qbligation 2007 2006 2007 2008
Benefit obligation at beginning of period $ 1,830 $ 1,858 $ 311 5 285
Service cost £5 26 2 3
Interest cost 27 - 17 15
Plan participants’ contributions - - 8 8
Actuarial (gain) loss (59} (18} o 19
Medicare subsidy - - 2 1
Benefits paid (130) (120} (33) (30)
Projected benelit obligation at end of pericd 1,763 1,830 304 a1
Component representing future salary increases {67) (78) - -
Accurnulated benefit obligation at end of period $ 1,708 $ 1,754 8 304 $ 311

Both the BNSF Retirement Plan and the BNSF Supplemental Retirement Plan had accumulsted and projected benefit obligations in excess

of plan assets at September 30, 2007 and 2006.

The following table shows the change in plan assets of the plans based on the September 30 measurement date ([in millions):

Retires Health and
Pension Beneofits Walfare Benefits

Change in Plan Assots 2007 2008 2007 £006
Fair value of plan assets at beginning of period $ 1,394 § 1,347 ] - 3 -
Actwal reurn on plan assets 208 126 - -
Employer contribution 116 50 23 21
Plan participants’ contributions - - 8 8
Medicare subsidy - - ] 1
Benefits paid (130) (129} (33) (30)

Fair value of plan assets at measurement date § 1,588 $ 1,394 $ ~ $ -
Adjustmant for fourth guarter contribution 8 2 $ 111 8 $ 8

The following table shows the funded status, defined as plan assets less the projected benefit obfigation, as of December 31 {in millions):

Rotireo Henlth and
Pension Benofits Welfaro Bonefits
2007 2008 2007 2000
Funded status iplan assets less projected benefit obligations) 8 (179) $ (325) $ (209) $ (305)

Of the combined pension and retiree health and wetfare benefits liability of $472 million recognized as of December 31, 2007 $28 mitlion

was included in other currant liabifities.
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Prior 10 December 31, 2008, actuarial gains and losses and prior service costs were not recognized in the Company’s Consolidated Balance
i Sheets, but were only included in the footnote disclosures. Beginning on December 31, 2008, upon adoption of SFAS No. 158, the Company
began recognizing these costs in the Consolidated Balance Sheats through an adjustment to AQCL. Beginning in 2007, the Company

recognized actuarial gains and losses and prior service costs in AOCL as they arose. The following table shows the pre-tax change in AQOCL
l atributable 10 the components of the net cost and the change in benefit obligation Gin ritlions);

\ Retireo Hoalth and

Penslon Benefits Wolfare Banefits
| Change in AOCL 2007 2006 2005 2007 2006 2008
‘ Balance at January 1, § 428 t 417 $ 353 $ a8 % - $ -
Increase (decrease) in minimum
liability included in other
cormprehensiva loss prior to
adoption of SFAS No. 158 - (B4) 84 - - -
| SFAS No. 158 adoption adjustment - 76 - - 48 -
Amortization of actuarial Ioss (35) - - (e) - -
Amortization of prior service costs - - - 8 - -
. Actuarial gain (181) - - (4) - -
| Balance at Decamber 31, 8§ 233 8 a2 $ 417 § 48 $ 48 8 -

i The estimated net actuarial loss and prior service credit for thase defined benefit pension plans that will be amortized from AQCL into net
' pariodic benefit cost over the next fiscal year is axpacted 10 be $16 million and less than $1 million, raspectivety, The estimated net actuarial
5 loss and prior service credit for the retiree health and welfare benefit plans that will be amertized from AQCL inte net periodic benefit cost

over the next fiscal year is expected to be $4 million and $8 million, respectively. Pre-tax amounts currently recognized in AOCL consist of
tthe following (in millions}:

| Retires Health and

Ponnsion Benefils Welfare Bonefits
2007 2006 2007 2006
Net actuarial loss $ 234 $ 430 $ 67 $ 77
\Prior service cost (1) (1) (21) (29)
" Pre-tax amount recognized in AOCL at December 31, 233 429 46 48
i Aftertax amouni recognized in AOCL st December 31, $ 143 $ 264 % 28 $ 20

iThe expactad long-term rate of rewrn is the return the Company anticipates earning, net of plan expenses, over the period that benefits
‘are paid. It reflects the rate of return on present investments and on expected contributions. In datermining the expected long-term rate of
return, BNSF considered the following: {i) forward looking capital market forecasts; (i) historical seturns for individual asset classes; and (iii)
the irmpact of active portfolic managernent,

I
The assumptions used in accounting for the BNSF plans were as follows:

Assumptions Uaed to Dotormino Net Cost Panajon Banafita Rstiree Health and Welfare Benefits

for Fiscal Years Ended Docember 31, 2007 2008 2005 2007 2006 2005
!!)iscoum rate 5.50% 5.25% 5.75% 5.50% 5.25% 5.75%
Expected long-term rate of

I return on plan assets 8.00% B.00% 8.00% =% =% ~9%
Rate of compensation increase 3.90% 3.90% 3.80% 3.00% 3.80% 3.90%
! Ratiree Health and

.t-;\unmpf.loni Used to Dotarmins Benefit Ponsion Benefits Wollfare Bexsfits

Obligations at Septomber 30, 2007 2006 2007 2006

Discount rate 6.00% 5.50% 8.00% 5.50%

Rate of compensation increase 3.80% 3.90% 3.80% 3.90%

5




The following table presents assumed health care cost trend rates:

Decambar 31,

Assumed health care cost trend rate for next year
Rate 10 which health care cost trend rate is expected to decline and remain
Year that the rate reaches the ultimate trend rata

2007 2006 RO0S
10.60% 10.00% 10.60%

5.00% 5.00% 5.00%
£0186 2012 2012

Assumad health care cost trend rates have a significant effect on tha amounts reported for the health care plans. A one percentage point
change in assumed health care cost rend rales would have the following effects {in millions):

Effect on total service and intarast cost
Effect on postretirement banefit obligation

Ono Porventage-  Ons Percentage-
Point Increass Polntl Docrosss
3 2 8§ @

$ 23 § (20)

The quslified BNSF Retirernent Plan asset atiocation at September 30, 2007 and 2006 and the 1arget allocation for 2007 by asset category

are as follows:
Target Percentage of Ponsion Plan
Allocation Asseots nt Saptember 30,

Plan Assct Alloestion 2007 2007 2006
Equity Securities 45 - 78% 83% 63%
Fixed Income Securities 20 - 40% 27 28
Real Estate 5-108% 10 2]

Total 100% 100%

The general investment objective of the BNSF Retirement Plan is to grow the plan assets in relation to the plan kabilities while prudently
managing the risk of B decrease in the plan's assets relative 1o those liabilities. To meet this objective, the Company’s managemant has
adopted the above asset allocation ranges. This allows flexibility to accommodate market changes in the asset classes within defined
parameters.

Based on its current assumptions and funding methodelogy. the Company is expected to be required to make contributions of $34 million
10 the BNSF Retirement Plan in 2068. The Company expacts to make benefit payments in 2008 of approximately $7 million and $25 million
from its non-qualified defined benefit and retiree health and welfare plans, respectively.

The following table shows expected benefit payments from its defined benefit pension plans and expected claim payments and Medi-
care Pan D subsidy receipts for the retiree health and welfare plan for the next five fiscal years and the aggregate five years thereafter
{in millions]:

Expeciad
Pension Raotiree Health Expectad
Plan Bonofit and Welfare Modicare
Fiscal your Payments® Paymants Subsidy
2008 $ 13 $ 25 § @
2009 133 26 3)
2010 134 27 (3)
mm 135 28 3
2012 136 28 (3)
2013-2007 891 144 (20)

& Primarily consists of Qualitied Defined Benefit Plan payments, which are made from the plan trust and do not represent an immadiate cash outflow to
the Company.
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Defined Contribution Plans

BNSF sponsors qualified 401(k) plans that cover substantially all employees and a non-qualified defined contribution plan that covers cer
tain officers and other employees. BNSF matches 50 parcent of the first six percent of non-union employees’ contributions and maiches
25 perceni on the first four percent of a limited number of union employaes’ contributions, which are subject to certain parcentage fimits
of the employaes’ earnings, at each pay period. Nor-union employeas are eligible 1o receive an annual discrationary matching contribution
of up to 30 percent of the first six percent of thair contributions. Employer contributions for all non-union employees are subject to a

five-year lengih of service vesting schedule. BNSF's 401(k} matching expense was $21 million, $28 million and $20 million in 2007 2006
and 2005, respectively,

Other

Under collsctive bargaining agreements, BNSF participates in multi-employer benefit plans that provide certain postretirement health care
and life insurance benelits for eligible union amployees. Insurance premiums paid attributable to retirees. which are generally expensed
as incurred, ware $46 million, $44 million and 343 miliion, in 2007 2006 and 2005, respectively {see Note 11 10 the Consolidated Financial
Statements for other daferred benefits payable 10 certain conductars, trainmen and locomotive engineers),

14. Stock-Based Compensation

On Agrit 15, 1999, BNSF shareholders approved the Burington Northern Santa Fe 1999 Stock Incentive Plan and authorized 20 million
shares of BNSF common stock 10 be issued in connection with stock options, restricted stock, restricted stock units and performance
stock. On April 18, 2001, April 17 2002, April 21, 2004 and April 19, 2006, BNSF shareholders approved the amendments 1o the Burlington
Northern Santa Fe 1999 Stock Incentive Plan, which authorized additional awards of 9 millien, 6 million, 7 million and 11 million shares,
respectively, of BNSF common stock to be issued in connection with stock options, restricted stock, restricted stock units and performance
stock. Approximately 10 million common shares were available for future grant at December 31, 2007

Additionally, on April 18, 1996, BNSF shareholders approved tha non-employee directors’ stock plan and authorized 900,000 shares of

BNSF common stock 1o be issued in conpaction with this plan. Approximately 450,000 common shares were available for future grant at
December 31, 2007

Stock Options

Under BNSF’s stock plans, options may be granted to directors, officers and salaried employees at the fair market valus of the Company’s
common stock on the date of grant, Stock option grants generally vest ratably aver three years and expire within ten years after the date of
grant. Shares issuad upon exercise of options may ba issued from treasury shares ot from authorized but unissued shares.

The fair value of each option award is estimated on the date of grant using the Black-Scholes option-pricing medel. The following assump-
tions apply 10 the options granted for the peripds presented:

Year endod Deocember 31, 2007 2000 RDO3
Weighted average expected life {yaars) 4.8 4.5 4.5
Weighted average expected volatility 24.0% 24.0% 24.0%
Weighted average dividend per share 8 1.02 $ 081 $ 069
Waeighted average risk free intergst rate 4.31% 4.76% 3.76%
Waighted average fair valua of options granied per share § 21.61 $ 20.51 $ 11.33

Expected volatilities are based on historical volatility of the Company’s stock, implied volatilities from traded options on the Company’s stock
and other factors. The Company uses historical experience with exercise and post-vesting employment termination behavior 10 determine
the opiions’ expected life, The expected iite represents the period of time that options granted are expected to be outstanding. The risk-Iree
rate is based on the U.S. Treasury rate with a maturily date coresponding to the options’ expected life.
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A summary of the status of stock options as of, and for the year ended December 31, 2007 is presented below {options in thousands,
agoregate intrinsic value in millions):

Woighted Average

Remaining

Waighted Avorago Ceontroctunl Term Aggrogute

Yoar ended December 31, 2007 Options Exorcise Prices (in yours) Intrinsic Valus
Balance a1 beginning of year 15,080 $ 38.37
Granted 1,777 88.33
Exercised (5,240) 32.34
Cancstled (244) 73.05

Balance at end of year 11,344 $ 48.22 5.32 $ 407

Options exerciseble at year end 8,459 $ 38.04 4.28 3 384

The total intrinsic value of options exarcised was $281 million, $222 million end $232 million for the years ended December 31, 2007, 2008
ang 2005, respactively.,

Other Incentive Programs

BNSF has other long-term incentive programs that utilize restricted sharesfunits. A summary of the status of restricted shares/units and the
weightad average grant date {air values as ol, and for the year ended December 31, 2007, is presented below (shares in thousendsi:

BNSF BNEF
Inocentive Disoounted

Yoor ended Time Porformance Boous Stoek Stock Purchass
Decamber 31, 2007 Based Baseod Program Program Total
Balance at beginning of year 1,287 § 48.40 785 $ 53.50 8061 $ 46.19 64 $ 4979 2,857 § 498,10
Granted 59 86.38 580 88.B0 - - 7 79.28 626 88.47
Vested (557 33.86 (235) 272 (219) 3z2.16 (20} 34.62 (1,001) 33.31
Cancelled (51) 80.73 {74) 78.33 (3) 50.83 - - (128) 70.64

Balance at end of year 718 $ 6183 1,018 § 7597 639 § 50.98 51 § 59.73 2,424 § 64.85

A summary of the waighted average grant date fair market values of the restricted share/units as of, and {or the years anded December 31,
2006 and 2005, is presented below:

BNSF Incentive HNSF Discounted
Grant Date Fair Markot Value Porformance Bonus Stock Btock Purchase
of Avwards Granted Tume Based Based Program Program
Yaar anded December 31, 2006 % 79.88 $ 80.17 $ 81.31 $ 81.31
Year ended December 31, 2005 $ 49.23 $ 49.21 $ 47.58 $ 46.91

A summary of the fair value of the restricted share/units vested during the years ended December 31, 2007, 2006 and 2005 is presented
below:

BNSF Incentive BNSF Discountod

Total Fair Valus of Shares Vestod Performanos Bonus Stock Btock Purchase

(in milllons) Time Based Basod Program Program Total
Year ended Decernber 31, 2007 § 40 $ 21 & 18 $ 1 $ B9
Yaar ended December 31, 2006 $ 42 $ - 8 25 $ 1 % 68
Year ended December 31, 2005 £ 44 11 $ 8 $ 1 3 684

Time-based awards are granted to senior managers within BNSF primarily 35 a retention 100! ang 1o encourage ownership in the Company.
They generally vest over three years, although in some cases up to five years, and are contingent on continued salaried employment,
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Performance-based awards are granted to senior managers within BNSF 1o encourage ownershig in the Company and to align management’s
interest with those of its shareholders. Performance-based awards generally vest over three years and are contingent on the achievement of
centain predetarmined corporate performance goals (e.g., return on invested capita! (ROIC)) and continued salaried employment.

Additionally, related to the 2007 2006 and 2005 performance-based grant, eligible employees may alse earn parformance stock that will be
granted in 2010, 2009 and 2008, respectively, contingent upon achievement of higher ROIC goals and continued salaried employment. The
Company has committed to a maximum grant of approximately 279,000, 235,000 and 318,000 shares, respectively,

Certain employaes were eligible to exchange through the Burlington Northern Santa Fa Incentive Bonus Stock Program the cash payment
of their bonus for grants of restricted stock. In September 2005, the program was amended so that exchanges of cash bonus payments for
awards of restricted stock were no longer permitted after February 2006,

Certain other salaried employses may participate in the BNSF Discountad Stock Purchase Program and use their bonus to purchase BNSF
common stock at 8 discount from the market price. These shares immaediately vast but are restricted for a three-year period.

Shares awarded under each of the plans may not be sold or used as collateral and are generally not transferabla by the holder untit the
shares awarded bacome free of restrictions. Compensation cost, net of tax, recorded under the BNSF Stock Incentive Flans is shown in
the following table {in millions):

2007 2008 3005

Compensation cost g 68 § 72 8 a7
Income tax benelit (23) (25) (14)
Total $ 43 $ 47 $ 23
Compensation ¢ost ¢capitalized $ 7 $ 8 $ 3

At Decembar 31, 2007 there was $105 million of total unrecognized compensation cost refated 1o unvested share-based compensation
arrangaments. That cost is expected to be recognized over a weighted-average peried of 1,19 years.

15. Common Stock and Preferred Capital Stock

Common Stock

BNSF is authorized to issue 600 million shares of common stock, $0.01 par value. At Decoember 31, 2007, there were 348 million shares of
common stock outstanding. Each holder of common stack is entitled 1o one vote per share in the election of directors and on all maters
submitted to a vote of shareholders. Subject 1o the rights and prefarences of any future issuances of preferred stock, each share of common
stock is entitled to receive dividends as may be declared by the Board out of {unds legally available and 1o share ratably in all assets available
for distribution 10 shareholdars upon dissolution or liquidation. No holder of commaon stock has any preemptive right to subscribe for any
sacurities of BNSFE

Preferred Capital Stock

At December 31, 2007 BNSF had 50 million shares of Class A Preferred Stock, $0.01 par velue and 25 million shares ol Preferred Stock,
$0.01 par value available for issuance. The Board has the authority to issua such stock in one or more series, to fix the number of shares

and to fix the designations and the powers, nghts and qualifications and restrictions of each series. As of Dacamber 31, 2007 no Ciass A
Prefarred Stock had been issued.

Share Repurchase Program

In February 2007, the Board autharized the extension of the current BNSF share repurchase program, adding 30 million shares to the total
of 180 million shares previously authorized in equal amounts in July 1997 Dacember 1399, April 2000, September 2000, January 2003 and
December 2005. During 2007 2006 and 2005, the Company repurchased approximstely 15 million, 18 million and 14 million, respectively,
of its common stock at average prices of $83.96 per share, $73.43 per share and $54.95 per share, respectively. Total repurchases through
Decembaer 31, 2007 waere 180 million shares 8t a total average cost of $38.20 per share, leaving 30 million shares available for repurchase
out of the 210 million shares presently authorized. Additionally, during 2007 the Company repurchased sharas from emplayees at a cost of
$43 million 1o satisfy tax withholding obligations on the vesting of restricied stock or the exarcise of stock options.
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In December 2005, the Company eniered into prepaid forward transactions to purchase $600 million of the Company’s comman stock
whaereby a net setllement in shares would occur upon setttement of the transactions. In late February 2006, these transaclions were
semlad, and approximataly B million sharas ware delivared. While the transactions had no impact on the shares cutstanding at the end
of 2005, outstanding shares used in the calculation of 2006 earnings per share were reduced by approximatgly 8 million shares whan
the transactions were settlad. The Company accounted for the ransactions in accordance with Emerging Issues Task Force (EITF} 00-19,
Accounting for Derivative Financial instrumemts Indexed to, and Potentially Settled in, a8 Company’s Own Stock, which required that the
$600 million prepayment be recorded as a reduction in equity in 2005, When the final senlement was made in 2006, this reduction in equity
was reclassified from prepeid forward repurchase of reasury stock to treasury stock.

16. Quartery Financial Data—Unaudited

Dollars in miltions, except par share data Fourth Third Bacond First
2007
Revenues $ 4,245 $ 4,089 $ 3,843 § 3.845
Cperating income $ ©50 $ 1,001 $ 811 $ 604
Net income $ 517 $ 530 $ 433 $ 349
Basic earnings per share $ 148 $ 1.51 $ 1.22 $ 0988
Diluted earnings per share $ 148 $ 148 $ 1.20 $ 0988
Dividends daclared per share $ o032 $ 032 $ 028 $ 025
Common stock prica®:

High $ 88.03 8 63.04 3 94.43 $ 85.05

Low $ 81.54 5 76.64 & 80.41 $ 7245
2006"
Revenues $ 3,882 $ 3,939 $ 3,701 $ 3,463
Operating income $ 943 $ 821 $ 864 $ 793
Net income $ 518 $ 489 5§ 47 $ 410
Basic earnings per share $ 1.45 $ 1.38 $ 130 $ 112
Diluted aarnings per share $ 1.42 $ 1.33 3 1.27 $ 108
Dividends declared per share $ 025 $ 025 $ 020 $ 020
Common stock price®

High $ 80.35 & 79.20 B 88.62 $ 83.38

Low $ 7277 $ 84.82 $ 71.08 $ 68.32

a Averago of high and low reporiad daily stack price

o Prior year numbers have been adjusted for the retrospective adoption ol FSP AUG AIR-1, Accounting for Flanned Major Maintenance Acliviligs.
See Note 2 to the Consolidated Financial Stataments for additional information.
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Item 9. Changes in and Disagreements With Accountants on Accounting
and Financial Disclosure

None.

Item 9A. Controls and Procedures

Disclosure Controls and Procedures

Based on their evaluation as of the end of the period covered by this annual report cn Form 10-K, the Company’s principal executive officer
and principal financial officer have concluded that BNSF's disclosure conurols and procedures {as defined in Rules 13a-15(e) and 15d-15{e) of
the Securities Exchange Act of 1934} are effective 10 ensure that information required to be disclosed by BNSF in the reports that it files or
submits under the Secuities Exchange Act of 1934 is recorded, processed, summarized and reponed within the time periods spacified in
Securities and Exchange Commission rutes and forms and that such information is accumulated and communicated to BNSF's management,
including its principal executive and principat financial officers, as appropriate 1o allow timely dacisions regarding required disclosure,

Internal Control Over Financial Reporting

The report of management on the Company’s internal control over financia! reporting (as defined in Rules 13a-15(f) and 15(d)-15(f) of the
Securities Exchange Act of 1934} is included in "Management’s Report on Internal Control Over Financial Reporting” in ltem 8.

PricewaterhouseCoopers LLP the independent registered public accounting firm that audited the Company's financial statements contained

hergin, has issued an attestatian report on the effectiveness of the Company's internal contrel over financial reporting as of December 31,
2007 The attestation report is included in ltem 8.

Changes in Interal Control Over Financial Reporting

As of the end of the period covered by this report, the Company has concluded that there have been no changes in BNSF's internal control

over financial reporting thst occurred during BNSF's fourth fiscal quarter that have materially affectad, or are reasonably likely to materially
affect. BNSF's internal control over financial reporting.

Item 9B. Other Information

None.
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Part 111

Iitem 10. Directors, Executive Officers and Corporate Govermance

Information concerning the diractors of BNSF will be provided under the heading “Itern 1: Election of Dirgctors; Nominees for Director” in
BNSF’s proxy statement for its 2008 annual meeting of shareholders, which will be filed with the Securities and Exchanga Commission no
tater than 120 days after the end of the fiscal year. and the information under that heading is hereby incorporated by reference.

Information concerning the executive officers of BNSF is included in Part 1 of this Report on Form 10-K.

Information concerning compliance with Section 16{a} of the Securities Exchange Act of 1934 will be provided under the heading “Com-
munications and Other Maters: Saction 16(a) Beneficial Ownership Reporting Compbanca” in BNSF's proxy statement for its 2008 annual
meeting of shareholders, which will be fited with the Securities and Exchange Commission no later than 120 days after the end of the fiscal
year, and the information under that heading is hereby incorporated by reference,

Information concerning the Directors and Governance Commitiea’s policy with regard to considaration of any director candidaies recom-
mended by shareholders will be provided under the heading “Communications and Other Matiers; Procadures for Recommending Director
Candidates” in BNSF's proxy statement for its 2008 annual meeting of shareholders, which will be filed with the Securities and Exchange
Commission no later than 120 days after the end of the fiscal year, and the information under that heading is hereby incorporated by
reference.

Information concsrning the Audit Cemmittee and the Audit Commitiee Financial Expert will be provided under the heading “Governance of
the Company: Board Committess; Audit Committea” in BNSF's proxy statament for its 2008 annual meeting of shareholders, which wilt be
fited with the Securities and Exchange Commission no later than 120 days after tha end of the fiscal year, and the information under that
heading is hereby incorporated by reference into the Form 10-K.

The Company has a Code of Conduct that applies to members of the Board of Directors, officars, and all salaried employees of BNSF and
its subsidiaries. Only the Board of Directors may waive the application of the Code of Conduct to a director, executive officer, or the principal
accounting officer or controller, and any such waiver will be prompily disclosed on the Company’s website. A copy of the Code of Conduct
is available on the Company’s website at www.bnsl.com under the "investors™ link and then "Corporate Governance.”

item 11. Executive Compensation

information concerning the compensation of directors and executive officers of BNSF will be provided undsr the headings “Directors’
Compensation” “"Compansation Discussion and Analysis™ end *Exacutive Compensation” in BNSF's proxy statement for its 2008 annuat
meeting of shareholders, which will be fited with the Securities and Exchange Commission no later than 120 days after the and of the fiscal
year, and the information under thosa headings is hereby incorporated by reference.

Item 12. Security Ownership of Certain Beneficial Owners

and Management and Related Stockholder Matters

Certain information about BNSF's equity compensation plans is set forth in the table below (number of shares in thousands) as of
Dacember 31, 2007:

Number of Shares

to Bo Issuod Weaighted Average
upon Exerciso of Exerciss Price of Number of Shares
Outstanding Options, Outstacdiog Opticos, Available for
FPlan Category Warrants and Rights Warrants nod Rights Fulure Issuance
Equity compensation plans approved by shareholders 11,344 $ 48,22 10,160
Equity compansation plans not approvad by shareholders - -~ -
Tolat 11,344 3 48,22 10,180
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Information concerning the ownarship of BNSF equity securities by cenain beneficial owners and by management will be provided under

the headings “Stock Ownership in the Company; Certain Beneficial Owners”™ and "Stock Ownership in the Company: Ownership of Man-
lagement” in BNSF's proxy statement for its 2008 annual meeting of sharsholders, which will be filed with the Securities and Exchange
Commission no Ister than 120 days after the end of the fiscal year, and the information under that heading is hereby incorporated by
.reference.

ltem 13. Certain Relationships and Related Transactions, and Director Independence

Information concerning certain relationships and related transactions will be provided under the headings "Governance of the Company;
Director Independence” and “Governance of the Company; Certain Relationships and Related Person Transactions™ in BNSF's proxy state-
ment for its 2008 annual meating of shareholders, which wilt be filed with the Securities end Exchange Commission no fater than 120 days
lafler the snd of the fiscal year, and the information under that heading is heraby incorporated by reference.

Item 14. Principal Accountant Fees and Services

Informetion concerning principal accounting fees and services will be provided under the heading "htem 2: Appointment of Independent
IAuditor: independent Auditor Fees” in BNSF's proxy statement for its 2008 annual meeting of shareholders, which will be filed with the
§ecuritias and Exchange Commission no later than 120 days after the end of the fiscel year, and the information under that heading is hereby
incorporated by reference.




Part IV

item 15. Exhibits and Financial Statement Schedules
(a} The following documents are filed as part of this report:

1. Consolidated Financial Statements—see ltem 8.

Schedules are omitted because they are not required or applicable, or the required infarmation is included in the Consolidated

Financial Statements or related notes.

2. Exhibits:

See Index to Exhibiis beginning on page E-1 for a description of the exhibils filed as a part of this Report on Form 10-K.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1834, Burlington Northern Santa Fe Corporation has
duty caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Burlington Nerthern Sants Fe Corporation

By: /st Matihew K. Rose
Matthew K. Rose
Chsairman, President and
Chiaf Executive Officer

Dated: Febrnuary 14, 2008

Pursuant 10 the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behall
of Burlington Northern Santa Fe Corporation and in the capacities and on the date indicated.

Signature Title

Isi Matthew K. Aose Chairman, President and Chief Executive Officer
Matthew K. Rose {Principal Executive Officer), and Director

fs/ Thomas N, Hund Executive Vice President and Chief Financial Officer
Thomas N. Hund {Principal Financial Officer)

fs/ Paul W. Bischlar Vice Prasident and Controller
Paul W. Bischler {Principal Accounting Officer)

s/ Alan L, Boeckmann® Director

Alan L. Boeckmann

fsf Donald G, Cook* Director
Donald G. Cook

fs/ Vilma S. Martinez” Diractor

Vilma S. Martinez

[s/ Marc F. Racicot® Director
Marc F. Racicot

s/ Roy S, Rgbens* Director
Roy S. Roberts
Is/ Marc J. Shapiro* Director

Marc J. Shapiro

Js/ J.C. Watts, Jr." Diractor
J.C. Watts, Jr.

51 [ BNSF




Signature

Robert H. West

Ist J. Steven Whisler®

J. Steven Whisler

fs/ Edward E. Whitacre, Ji.*

Edward E, Whitacra, Jr.

Dated: February 14, 2008

Title

Director

Director

Director

/sf Roger Nober

Roger Nober
Executive Vice President Law
and Secretary
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Burlington Northern Santa Fe Corporation and Subsidiaries

Exhibit Index

Bxhibit Number and Description

3 Articles of incorporation and Bylaws

31 Amended and Restated Certificate of Ingorporation
of Burlington Northern Santa Fe Corporation, dated
Dacomber 21, 1994, as amended,

32 By-Laws of Burlington Northern Santa Fe
Corporation, as amended and restated, dated
December 6, 2007

{4} Instruments defining the rights of security holders,
including indentures

4.1 Indenture, dated as of December 1, 1995,
between BNSF and The First National Bank of
Chicago, as Trustee.

4.2 Form of BNSF's 6 1/8% Notes Dua March 15, 2009,

43 Form of BNSF's 6 3/4% Debentures Dus
March 15, 2029.

4.4 Forrn of BNSF's 6.70% Debentures Due

August 1, 2028,

45 Form of BNSF’s 8.125% Debentures Due
April 15, 2020.

46 Form of BNSF's 795% Debentures Due

August 15, 2030,

4.7 Form of BNSF's 6.75% Notes Due July 15, 2011,

a8 Form of BNSF's 5.90% Notes Due July 1, 2012.

49 Officers’ Certificate of Determination as
to the terms of BNSF's 4,875% Notas Due
January 15, 2015, ipcluding Exhibit A therato,
the form of the Notes.

410 Indanture, dated as of December 8, 2005,
between BNSF and U.S. Bank Trust Nationa!
Association, as Trustes.

4,11 Certificate of Trust of BNSF Funding Trust |, executed
and filed by U.S. Bank Trust National Association,
Linda Hurt and Jarmes Gallegos,
as Trustees.

4,12 Amended and Restated Declaration of Trust
of BNSF Funding Trust |, dated as of
Decembar 15, 2005.

4.13 Guarentee Agreement betwaen BNSF and U.S. Bank
Trust National Association, as Guarantes Trustee,
dated as of Decembaer 15, 2005.

4.4 Firs: Supplemental Indenture, dated as of

E-1 | BNBP

December 15, 2005, betwesn BNSF and U.S. Bank
Trust National Association, as Trustee.

Incorporatod by Hoferonice
(if applicnble)
Form Fllo Dats Fils No. Exhinbit
10-Q 8/13/1998 1-11535 31
$3 2/8/1998 333-72013 4
10-K 3311999 1-11535 42
10K 31311999 1-1193% 43
10K 3311998 1-11535 44
10-X 21272001 1-11535 45
10-K 2N27200 111535 46
10-0 820 1-11535 4.1
10-:Q 8/9/2002 1-11535 41
8K 12/9/2004 1-11535 4.1
S$-3ASR 12/8/2005 333-130214 4.1
S-3ASR 12/8/2005 333130214 43
8K 1211572005 1-11835 4.4
8K 12/15/2005 1-11535 45
8K 12/15/2005 1-11535 46




Incorporated by Reference

(if applicable)
Exhibit Number and Deseription Form Fila Date File No. Exhibit
4.15 Agreemant as to Expenses and Liabilities dated as &K 1211512005 1-11535 4.4
of December 15, 2005, batween BNSF and BNSF {Exhibit C}
funding Trust |,
416 Form of BNSF Funding Trust Is 6.613% Trust 8K 12152005 1-11635 44
Preferred Securities. {Exhibit D)
4.17 Officer's Certificate of Determination as 10 the tarms 10-Q 10/2472006 1-11535 4.1

(10t

of BNSF's 6.20% Debentures Due August 15, 2036,
including the form of the Debentures.
418 First Supplernental Indenture, dated as of April 13, 8K 413/2007 1-11535 4.1
2007, 1o Indenture dated as of December 1, 1995,
batween Burlington Nonthemn Sante Fe Corporation
and Bank of Naw York Trust Company, NLA.,
as Trustas.
4.19  Officar's Certificate of Determination as 10 the lerms BK 411372007 1-11535 42
of BNSF's 5.65% Debentures due May 1, 2017 and
6.15% Debentures Due May 1, 2037, including the
forms of the Debentures.
Certain instruments evidencing long-term indebiednass of BNSF are not being filed as exhibits 1o this Repon because the total
amount of securities authorized under any single such instrument does not exceed 10% of BNSF's total assats. BNSF will fumnish
copias of any material instruments upon request of the Securities and Exchange Commission.
Material Contracts
10.1 Burlington Northern Santa fe Non-Employee
Directors’ Stock Plan, 83 amended and restated
February 13, 2008.*'
10.2 Form of Burlington Northern Santa Fe Non-Employeg B-K 5/23/2005 1-11535 109
Direclors’ Stock Plan Director's Rastricted Stock Unit
Award Agreement.®
10.3 BNSF Railway Company Incentive
Compensation Plan, as amanded and resiated
December 17 2007.**
10.4 Burlington Northein Santa Fe Corporation Deferred 10-K 21672007 1-11535 105
Compensation Plan, as amended and restated
effective Decembar 9, 2004.*
10.5  Burlington Northern Santa Fe Corporation Senior
Management Stock Deferral Plan, as amended and
rastated affective January 1, 2008.**
106  Burlington Northern Santa Fe incentive Bonus 8K 8/19/2005 1-11535 0.1
Stock Program, as amended and restated eflective
Septermber 14, 2005.*
10.7 Burlington Northern Santa Fe 1996 Stock
Incentive Plan, as amended and restated
Dacember €, 2007.*'
10.8 Burlington Northern Santa Fe Supplemental 8K 7/2712005 1-11535 10.1
Retirameant Plan, effective October 1, 1996, es
amended through July 21, 2005.*
10.8 Retirement Benefit Agreement between BNSF 10-Q 1072472006 1-11535 108
and Matthew K. Rose, as amended and restated
September 21, 2006.*
10.10  Betirement Benefit Agreement, dated January 16, 10K 21372004 1-11535 10.29
2003, between BNSF and John P Lanigan.®
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Exhibit Numher and Deseription

10.11

10.11.1

10.11.2

10.12

10.13

10.14

10.15

10.16

1017

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.24.1

10.25

10.26

E-3 | BNSF

Burlington Northern Santa Fe Estate Enhancernent
Program, as amended and restated, effective
November 1, 1996.°

Amendrnent of Burlington Northern Santa Fe Estate
Enhancement Program, dated December 3, 19887

Termingtion of Burlington Northern Santa Fe
Estate Enhancement Program, dated
Septermnber 17 2003.*

Form of BNSF Change-in-Control Agreement, as
amended and restated Decamber 6, 2007 and
effective December 31, 2007 {applicable to Messrs.
Rose, Hund, Ice, Lanigan, and Nober and one other
executive officer}.**

Burlington Northern Santa Fe Corporation
Supplemental Investment and Retirement Plan,
as amended September 12, 2006.*

Burlington Northern tnc. Director’s Charitgble
Award Program.*

Burtington Northern Santa Fe Salary Exchangs Option
Program, as amended and restated October 1, 2004.*

Burlington Northern Santa Fe 1999 Stock Incentive
Plan, as amended and restated February 13, 2008."*

Form of 1999 Stock Incentive Plen Stock Option
Award Agreement.*!

Form of 1999 Stock Incentive Plan Restricted Stock
Unit Award Agreement.

Form of 1999 Stock Incentive Plan Reload Stock
Option Agreement.**

Form of 1999 Stock Incentive Plan Special Retention
Restricted Stock Unit Award Agreement.®'

Form of 1999 Stock Incentiva Plan Performance-
Based Restricted Stock Unit Award Agreement.**

Form of 1999 Swock Incentive Plan Performance
Stock Award Agreement, **

Amended and Restated Banefits Protection Trust
Agreement by and between Burlington Northern
Santa Fe Corporation and Wachovia Bank, dated

January 8, 2008.**

Burtington Northern Santa Fe Directors’
Retirernent Plan,*

Termination of Burlington Northern Santa Fe
Directors’ Retirement Plan, dated July 17 2003.*

Form of Indemnification Agreement dated as of
Septamber 17, 1998, eniered into between BNSF
and directors.*

Form of Indemnification Agreement dated as of
September 17, 1998, entered into between BNSF
and certain officers, including Messrs. Rose, Hund,
lce, Lanigan, Nober and Rickershauser.”

Inogrporatied by Eeferonce

(Uf applicable)
Form File Date File No, Exhibit
10-K 405 31311997 1-11535 10.15
10-:Q 81111939 1-11535 10.2
10K 2h6/2007 111535 10.12.2
10-Q 10/2472006 1-11535 106
16K 4/1/1996 1-11535 10.22
10-K 21152005 1-11535 10.18
10-K 4711996 1-11535 10.27
10-K 2/16/2007 1-11535 10.31.1
10-K 37311999 1-11535 1037
10-K 3/31/1999 1-11535 10.38




Inocorporated by Reference

Exhibit Number and Description Form

(12

(2}

(23)

24}

31

(32)

{99}

10.27  Burlington Northern Santa Fe 2005 Deferred
Compensation Plan for Non-Employee Directors,
amended and restated as of February 13, 2008.**

10.28  Burlington Northern Szma Fe Deterred 10-K
Compensation Plan for Directors, as amended
and restated December 9, 2004.°

10.29  Replacement Capital Covenant, dated as of 10-K
December 15, 2005, by BNSF in favor of and
tor the benefit of each Covared Debthalder
las defined therein).

Staternents re: Computation of Ratios
121 Computation of Ratio of Earnings to
Fixed Charges."
Subsidiaries of the registrant
211 Subsidiaries of BNSF!
Consents of experts and counsel
231 Consent of PricewaterhouseCoopers LLP?
Powaer of Attornay
24.1 Power of Attorney.*
Rule 13a-14{a)/15d-14{a} Certifications

311 Principal Executive Officer’s Certifications Pursuant
10 Rule 13a-14{a) {Section 302 of the Sarbanes-Oxley
Act of 2002}.?

N2 Principal Financial Ofiicer’s Certifications Pursuant to
Rule 13a-14{al (Section 302 of the Sarbanes-Oxlay
Act of 2002).

Section 1350 Certifications

321 Certification Pursuant 1o Rule 13a-14(b} and
18 U.S.C. § 1350 {Section 906 of the Sarbanes-Oxley
Act of 2002)."

Additional Exhibits

299.1 Certification Pursuant to Section 303A.12 of the
New York Stock Exchange Listed Company Manual.’

(if applicabloe)
File Dato File No, Exhibit
2162007 1-11535 10.35
2/17/2006 1-11535 10.41

* Managemant contract Or compensatory plan
' Filed herewith
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Exhibit 12.1

Burlington Northemn Santa Fe Comporation and Subsidiaries
Computation of Ratio of Eamings to Fixed Charges

In millions, except ratio amounts

[Unaudited)
Yoar onded December 31,
2007 2006 2003 2004 2003
{As Adjusted)" [As Adjusted)®  {As Adjustsd)®  (As Adjusted)*
Earnings:
Income before income taxes and cumulative etfect of
accounting change® $ 8,987 $ 2,988 $ 2,453 $ 1,208 3 1,241
Adgd:
Interest and other fixed charges,
axcluding capitalized inerast -39 485 437 4009 420
Reasonable approximation of portion of
rent under long-term operating laases
rapresentative of an interest factor 282 261 221 195 182
Distributed income of investees accounted
for under the equity method 4 3 4 4 a
Amortization of capitalized interest 4 4 8 8 8
Less:
Equity in earnings of investmants
accounted for undar the equity method 19 27 15 L] 14
Total earnings avallable for fixed charges $ 3,739 $ 3,722 $ 3,108 $ 1,803 $ 1,840
Fixed charges:
Interest and fixed charges $ BR28 $ 499 $ 450 $ 418 $ 429
Reasonabte approximation of portion of
rent ynder long-term aperating leases
representative of an intarest factor 282 261 221 185 182
Total fixed charges 8 810 $ 780 $ 671 3 614 $ 811
Ratio of earnings to fixed charges 4.62x 4.90% 4,83x 3.10x 3.01x

a Priof year numbers have been adjusted for the retrospective adoplion of Financial Accounting Stendards Board [FASB) Staff Fosition (FSPI AUG AIR-1,
Accounting for Plannad Major Maintenance Activitios. Sae Note 2 to the Consolidated Financial Statements for additional information.
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Exhibit 31.1

Principal Executive Officer’s Certifications
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

), Marhaw K. Rose, centify that:

1.
2.

I have reviewed this annual report on Farm 10-K of Burlington Northern Santa Fe Corporation:

Based on my knowiedge, this report does not contain any untrue statgment of @ material fact or omit to state a material fact necessary
10 make the statemenis made, in fight of the circumstances under which such statements were mada, not misleading with respect to
the period covered by this report; :

Based on my knowledge, the financial staternents, and other financial information included in this report. fairly present in all
material respecits the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

The registrant’s other cenifying officer and { are responsible for establishing and maintaining disclosure controls and proceduras (as
defined in Exchanga Act Rules 13a-15{e) and 15¢-15(a)) and intemal contrel over financial reporting (as defined in Exchange Act Rules
13a-15{f) and 15d-15i{)) for the registrant and have:

(8} Designed such disctosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supsrvision, to ensure thet material information relating 10 the registrant, including its consolidated subsidiaries, is made
known 10 us by others within thoss entities, particularly during the pericd in which this report is being prepared;

{h) Designed such internal control over financial reporting, or caused such internal control over financiaf reporting 10 be designed
under our Supervision, to provide reasanable assurance regarding the reliability of financial reporting and the praparation of
financial statements for external purposas in accordance with generally accepted accounting principles;

fc)  Evalusted the effectiveness of the registrant's disclosure conirols and procedures and presented in this repor our conclusions
about the aflectiveness of the disclosure controls and procedures, as of the end of the pariod covered by this repont based on
such evaluation; and

{dl  Disclosed in this report any change in the registrant’s internal control over finencial raporting that occurred during the registrant’s
fourth fiscal quarter that has materially affected, or is reasonably likety to materially atlect, the registrant’s internal conirol over
financial reporting; and

The registrant’s other cenifying officer and { hava disclosed, based on our most recant evaluation of internal control over financial
reporting, to the registrant’s suditors and the sudit committes of the registrant’s board of direciors {or persons pertorming the
equivalent functions):

fa) Al significanm deficiencies and material waaknasses in the design or operation af Internal contro! over financial reporting which are
reasonably likely 10 adversely affact the registrant’s ability to record, process, summarize and report financial information; and

(b} Any fraud, whether or not material, that involves management of other employees who have a significant role in the registrant’s
internal control cver financial reporting.

/s/ Matthew K. Rose

Date: February 14, 2008 Matthew K. Rose

Chairman, President and
Chief Exacutive Officer
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Exhibit 99.1

Annual CEQ Certification

{Section 303A.12(s) of the New York Stock Exchange Listed Company Manuai)
As the Chief Executive Officer of Burlington Northern Santa Fe Carporation and as required by Section J03A.12(a) of the New York Stock
txchange Listed Company Manual, | hereby cerlify that as of the date hereof | am not aware of any violation by the Company of NYSE's

Corporate Governance listing standards, other than has been notified 10 the Exchange pursuant 1o Section 303A.12{b) and disclosed on
Exhibit H to the Company's Domestic Company Section 303A Annual Written Affirmation,

/s/ Matthew K. Rose
Matthew K. Rose
Chairman, President and
Chief Executive Qfficer
May 18, 2007

[This centification is without qualification.|
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Exhibit 31.1

Principal Executive Officer’s Certifications
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Matthew K. Rose, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of Burlington Nonhern Santa Fe Corporation;

Based on my knowledge, this repon doas not contain any untrue statement of a material fact or omit to state a maternial fact necessary
10 make the statemeants mada, in ight of the circumstances under which such statemenis were mads, not misleading with respect to
the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this rapon, fairly present in all
material raspecis the finencial condition, results of operations and cash fiows of the registrant as of, and for, the periods presented in
this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e} and 150-15ie)} and internal contro! over financial reporting (as detined in Exchange Act Rules
13a-15{f) and 15d-15{1) for the registrant and have:

{a} Designed such disclosure controls and procedures, or caused such disclosure controls and procedures 1o be designed under
OUF supervision, to ensure that material information relating to the registrant, including its consalidated subsidiaries, is made
known ta us by others within thasa entities, particularly during the period in which this raport is being prepared;

fb)  Designed such intarnal control over financial reporting, or caused such internal controi over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for axternal purposes in accardance with ganerally accepted sccounting principles;

fc} Evaluated the effactiveness of the registrant’s disclosure controls and procedures and presented in this repon our conclusions
sbout the effectiveness of the disclosure controls and proceduras, as of the end of the period coversd by this report based on
such avaluation; and

{d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
fourth fiscal quarter that has materially affected, or is reasonably likely 10 materially affect, the registrant’s internal control over
financial reporting; and

The registrant’s other certifying officer and ! have disclosed, based on our most recent evaluation of internal controt over financial
reporting. to the regisirant’s auditors and the audit committee of the registrant’s board of dirgctors {or persens performing the
equivalent functions):

{al Al significant deficiancies and materia) wesknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability 1o record, process, summarize and report financial information; and

)  Any fraud, whether or not material, that involves managemant or other employees who have a significant rolo in the ragistrant’s
intarnal control over financial reporting.

/s/ Matthew K. Rose

Date: February 14, 2008 Matthew K. Rose

Chairman, President and
Chiaf Executive Officer
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Exhibit 31.2

Principal Financial Officer’s Certifications
Pursuant to Section 302 of the Sarbanaes-Oxley Act of 2002

|, Thomas N. Hund, ¢centity that;

1
Date:

t have reviewed this annual report on Form 10-K of Burlington Northern Santa Fe Corporatign;

Based on my knowladge, this report doas not contain any untrue statement of a matenial fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such statemenis were made, not misteading with respect to
the period covered by this report;

Based on my knowledge, the fingncial statements, and other financia! information included in this report, fairty prasent in all
material respects the financial condition, results of operations and cash fiows of the registrant as of, and for, the pericds presented
in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15ie) and 15d-15{e}) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15if} and 15d-15{f}) for the registrant and have:

fa} Designed such disclosure ¢ontrols and procedures, or caused such disclosure controls and procedures to be designed undar
our supervision, 1o ensure that material information refating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

()  Designed such internal control over financial raponting, or caused such internal conirol over financial reporting to be designed
under our supervision, 10 provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statemaents for external purposes in accordance with generally accepted accounting principles;

{c}  Evaluated the effectiveness of the regisirant's disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and proceduras, as of the end of the period covered by this report based on
such evaluation; and

b Disclosed in this raport any change in the registrant's intarnal control over financial reporting that occurred during the registrant's
fourth fiscal quarter that has materially affected, or is reasonably likely Lo materially affect, the regisirant’s internal control over
financial reporting; end

The registrant’s other certifying officer and 1 havo disclosed, based on our most recent evaluation of internal control over financial
reporting, 1o the registrant’s auditors and the audit committea of the registrant's board of directors {or persons performing the
equivalent tunctions}:

{a)  Allsignificant deficiencies and material weaknasses in the dasign or operation of intermal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

{bt  Any fraud. whather or not material, that involvas management os other employeas who have a significant rofe in the registrant's
internal control over financial reporting.

s/ Thomas N, Hund
February 14, 2008 Thomas N, Hund
Executive Vice President and
Chief Financial Officer
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Exhibit 32.1

Certification Pursuant to 18 U.S.C. § 1350
{Sectlon 906 of Sarbanes-Oxley Act of 2002)

Burlington Northem Santa Fe Corporation

In connection with the Annual Report of Burlington Northern Santa Fe Corporation (the “Company”) on Form 10-K for the year ended
Decernber 31, 2007, as filad with the Securities and Exchange Commission on the date hereof {the “Report™), the undersigned, Matthew K,
Rose. Chairman, President and Chief Executive Officer of the Company, and Thomas N. Hund, Executive Vice President and Chief Finsncial
Officer of the Company, each hereby certifies that, to his knowledge on the dats hereol:

1. The Report fully complies with the raquirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The infarmation contained in the Report fairly presents, in all material respects, the financial condition and results of operations of
the Company.

Dated: February 14, 2008

s/ Matthew K. Rose Is/ Thomas N. Hund
Matthew K. Rose Thomas N, Hund
Chairman, President and Executive Vice President and
Chiel Executiva Officer Chiaf Financial Officer

A signed original of this written statemaent requirad by Section S08 has bean provided 1o Burlington Northern Santa Fe Corporation and will be
retained by Burlington Northern Santa Fe Corporation and furnished to the Securities end Exchange Commission or its stafi upon request,
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Exhibit 99.1

Annual CEO Certification

{Section 303A.12{a) of the New York Stock Exchange Listed Company Manual)

As the Chigf Executive Officer of Burlington Northern Sania Fe Corporation and as requirad by Section 303A.12(a) of the New York Stock
Exchange Listed Company Manual, | hergby certily that as of the date hereof | am not aware of any violation by the Company of NYSE's
Corporate Governance listing standards, other than has baen notified (o the Exchange pursuant to Section 303A.12(b} and disclosed on
Exhibit H 10 the Company's Domestic Company Section 303A Annual Written Affirmation.

fa/ Matthew K. Rose
Manhew K. Rose
Chairman, Prasident and
Chisl Executive Officer
May 18, 2007

[This certification is without qualification |
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Burington Northern Santa Fe Corporation Directors’

Alan L. Boechkmann'
Chairman and Chief Executive
Officer, Flucs Corporation
(professicnal services holding
company offering engineering,
gonstrugtion management end
other services), Irving, Texas.
Board member since 3001

Donald 4. Cook’

Retired General, United States
Adr Force, S5an Antonio, Texas.
Board menber sinos 2003,

Vilma S. Martinez*

Partner, Munger, Tollas & Otson LLP
{law firm), Los Angeles, California,
Board member sinos 1688,

Marc F. Racicot!
President and Chief Exaculive
Dfficer, American Insurance
Association {property-casualy
insurance trade organization),
Washington, D.C.

Formar Govarnor of Montana.
Board member since 2001,

Corporate Officers’

Matthew K. Ross
Chairman, President and
Chief Executive Dfficer

Thomas N. Hund?
Executive Vice President
and Chief Financial Officer

Car] R. Ice’
Executive Vice President
and Chief Operations Officer

John P. Lanigan, Jr.?
Executive Vica President
and Chief Marketing Officer

Roger Nober?

Execurtive Vice Prasident
Law and Secretary

Paul W, Bischler
Vice President and Controlter

Oparating Company Officers

Paul B. Anderson
Vice President - Marketing Support

Stavan B, Bobb
Group Vice Prasident - Coal

8tephen G. Branscum
Group Vice President -
Consumer Products

Rollin . Bredenberg

Vica President - Service Dasign and
Performance

Frederick Q. (Fritz) Drapor
Vice President -

Businass Unit Oparations

Goorge Duggan

Vica President - Domestic
Intermodal Marketing

Roy 8. Roberta'?
Managing Director of
Reliant Equity Investors, L.L.C.

{privaie equity firm), Chicago, ilinois,

Board member sinco 1893,

Matthew K. Roge'
Chairman, President and

Chiaf Executiva Officer,
Burlington Nerthern Santa Fo
Corporation and BNSF Railway
Company, Fort Worth, Texas.
Board mamber aince 2000,

Maro J. Shapire™
Retired Vice Chairman for
Finance, Risk Managament
snd Administation,

J.P Morgan Chase & Co.
{bank hokding company),
New York, New York.

Board membor since 1005,

Jeffroy J. Campbell
Vice President -
Tachnology Services and
Chief Information Officer

Jameos H. Gallegos
Vice President and
Corporate Ganeral Counsel

Amy C. Hawking
Vice President — Government Affairs

Paul R. Hoferer
Vice Prasidant and General Counssl

Linda J. Hurt

Assisiant Vice President - Finance
and Treasurer through April 2008
Vice President - fnvestor Relations
affective May 2008

Kathryn M. Farmer
Vice President -
Industrial Products Sales

John J. Fleps
Vice Prasidant - Labor Relations

Grogory C. Fox
Vice President - Transponation

David L. Freeman

Vice President - Engineering
David L. Garin

Group Vice President -
Indfustria! Products

Cralg Hill

Vice President = Machanical
and Velue Enginearing

J.C. Watts, Jr?

Senior Partner of Oakeres: Cepital
Partnars, L.L.C. (private equity firm)
and Chairman, J.C. Watts Companies,
L.L.C.mans Consulting Group, Inc.
ipublic atfairs and corporate con-
sulting business), Washington, D.C.
Former Congressman {R-4th Dist.
Oklahoma) and Chairman,

House Republican Conference.
Board member sinoe 2003.

Robert H. West"

Reired Chairmen of the Board,
Butler Manufacturing Company
tmanulacturer of pre-engineered
building systems and specialty
components), Kansas City, Missourt,
Board member sincs 1880,

J. Bteven Whisler

Retired Chairman and Chief
Executive Officar, Phelps Dodge
Cerporation {mining and manufac-
turing company), Phoenix, Arizona.
Board momber since 1985,

Mary Jo Keating

Vice Presigent - Corporate Relations
Linda Longo-Kazanova

Vice Prasident -

Human Resources snd Medical

Marsha K. Morgan
Vice President - Investor Relations

Jo-ann M. Olsovsky

Vice President - Technology Services
and Chiet Infermation Qfficer
efaclive April 2008

Peter J. Rickershauser’

Vice President -
Natwork Development

Charles W. Shewmake

Vice President and General Counsel
atffective May 2008

Dennis R. Johnzson
Vice President and

Chisf Sourcing Officer
Kevin Kaufman
Group Vice Presidem -
Agriculwral Products
Mark A, Eotter

Vice Prasident -
Customar Integration
Robert W. Lease
Ragional Vica Prasident -
Operations

Frederick R. Malesa

Vice President - International
Intermodal Marketing

Edward E. Whitacrs, Jr.,
Lead Director*

Chairman Emaritus

AT&T In¢. (communications hold-

ing company), San Antonio, Texas.

Board mamber slnco 1093,

Commitiee Assignments:

1 Exgrutive Commiltee

! Compeansation end
Davelopment Committee

' Aygir Commitias

* Directors and Corporate
Govarnance Comminge

* Years of Board service includes
worvioa on Boards of Burlington
Nertharn Inc., SBants Fe Pacifle
Corporation and prodocoasor
corparations,

David W. Stropes
Vice Prasident -
Corporate Audit Services

Shelley J. Vaniok
Vice President and
General Tax Coungel

Richard E. Weicher
Vice President and General
Counsel - Reguiatory

' Thesa officers hold similar
positions with BNSF Raitway
Company.

1 Executive Officar of Burlington
Northern Sante Fe Corporation.

Julie A. Piggott

Vice President - Finance
Chris A, Roberts

Regionsl Vice President -
Operations

Saml M. Shalah

Vice President — Coal Marketing

Denis Smith

Vice Presiden! -

Industrial Produets Marksting
Mark A. Bchulzo

Vice President - Safety, Training
end Operations Supporl
Jeffrey B. Wright

Regional Vice Prasident -
Qperations
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